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INTERNATIONAL AFFAIRS 


CEMA ECONOMIC COOPERATION DISCUSSED 
Budapest TARSADALMI SZEMLE in Hungarian No 7-8, Jul-Aug pp 19-26 


[Article by Laszlo Ballai, department chief, MSZMP CC: "Economic 
Cooperation Among the Socialist Countries"] 


[Text] High-level conferences attended by the party and state 
leaders of the CEMA countries are considered significant events 
both from the point of view of the individual countries, and from 
the standpoint of the economic and social development of the com- 
munity as a whole. The same can be said about the high-level con- 
ference that has recently been held in Moscow. At this meeting the 
participants were able to conclude, by taking the realities into 
account, that--owing tc their successful economic organizational 
work and to the development of socialist economic integration-- 
during the one and a half decades that have elapsed since their 
similar meeting in 1969 they have achieved significant results 
and have strengthened their many-sided cooperation. 


The joint communique issued on the basis of the facts states: 
"...the countries of the socialist community have significantly 
strengthened their economic and scientific-technological poten- 
tials, they have carried out great social programs and ensured 

a steady improvement in the public welfare and the continued de- 
velopment of public education, culture, public health and social 
provisions. The cooperation among our fraternal parties and states 
has become more profound and complex. This has contributed to the 
Significant results that have been achieved in the construction of 
socialism and communism." 


Between 1970 and 1983 the total national income of the CEMA in- 
creased by 80 percent. During this same period industrial prod c- 
tion doubled and work productivity improved by 80 percent. Sig- 
nificant joint programs were implemented, specialization and 
cooperation became more pronounced and technical-scientific col- 
laboration was broadened. 


The expansion and strengthening of production ties is a vitally 
important aspect of integration-based cooperation. It was during 











these years that the elaboration and implementation of tasks aimed 
at satisfying the raw-material and energy needs of the member 
states, developing the food industry and generally modernizing 
production came into the forefront. 


Owing to their many-sided cooperation, the fuel material and energy 
needs of the member countries was consolidated. Our completed pipe- 
line systems and those still under construction are geared toward 
providing a more secure supply of energy. The Soviet Union delivers 
60 million tons of oil per year to the friendly socialist coun- 
tries through the Friendship oil pipeline. Construction on the 
Brotherhood gas pipeline was completed in 1975, and with the help 
of the CEMA countries the Alliance pipeline which originates from 
Orenburg has also been finished. This latter by itself supplies 

16 billon cubic meters of natural gas to the seven countries that 
have participated in its construction. Also well functioning is 

the integrated network of the CEMA countries' own energy systems. 
Nuclear power plants have been playing an important and growing 
role in improving the energy supplies of the CEMA countries. 


During the past one and a half decades complex cooperational target 
programs have been launched also to promote the long-term develop- 
ment of energy and raw material production, agriculture and indus- 
try, the machine industry, industrial commodity production and 
transportation. 


These results have been achieved during a period when there have 
been significant changes in the conditions of the world economy 
and of the economic development of the member countries. How can 
the more important of these changes be characterized? 


At the time the complex program of socialist economic integration 
was being worked out and approved, the international political 
situation was still characterized by a tendency toward the relaxa- 
tion of tensions which led to an upturn in east-west relations, 
important cooperation and longer-term trade agreements came into 
being and useful scientific-technological cocperations developed. 


Starting from the mid-1970's, however, our international economic 
and political conditions have markedly worsened. But this has not 
been the only problem. The two “oil price explosions," the re- 
valuation of raw and basic materials have significantly altered 
world market price ratios and have caused serious revenue losses 
for those CEMA countries which must import energy sources and 

raw and basic materials. The worsening and protracted world eco- 
nomic crisis has led many capitalist countries to react by way 

of greater protectionism and by intensifying their economic dis- 
crimination against the socialist countries. The export-marketing 
difficulties of the CEMA countries have increased. In recent years 
we have also seen unfavorable changes in the internationel finan- 
cial markets. The CEMA countries possibilities of receiving credit 














have diminished while interest rates have continued to soar. Also 
adding to our difficulties has been the fact that by the late 
1970's and early 1980's extremist imperialist circles have succeded 
in increasing international tensions by initiating a new arms race 
and by starting several international conflicts. All things con- 
sidered, today we find that the process of detente has come to a 
halt, the processes which promote peaceful coexistence have slowed 
down, and all of this has had a negative effect on the world economy 
and on east-west economic relations. The hightening of tensions has 
also contributed to greater discrimination as evidenced by the se- 
vere restrictions that have been placed on the exporting of the 
most advanced technologies and products to the socialist countries. 


The world economic changes which have so adversely affected the 
socialist countries have coincided in time with the changing of 

the international conditions of their economic work. In most so- 
Ccialist countries, especially in the European CEMA states, the 
resources that had been available before to bring new manpower 

into production and to promote extensive development have been 
exhausted or are running out. Thus, for example, the possibilities 
of expanding our fuel and r w material supplies have become limit- 
ed, and the conditions of their procurement have become more dif- 
ficult. The investment resources we would need to build up our 
manufacturing capacities to ensure faster returns, raise our tech- 
nical level, complete various technical reconstructions and develop 
new technologies have become tighter. Our investment resources have 
been committed mainly to the production of energy sources and raw 
materials, and to the establishment of the necessary conditions for 
their economy-minded utilization, while at the same time there has 
been an increase in the resource requirements of agricultural de- 
velopment, and significant resources have been called for to reduce 
and eliminate the backwardness that has come to increasingly char- 
acterize our infrastructure. As the possibilities of extensive 
growth in the European member countries have become exhausted, 

the intensive factors of development have come into the forefront, 
calling for an increasingly more savings-minded and more efficient 
use of available manpower, natural goods and capital equipment. 


As a result of the significant changes that have occured in the 
external and internal conditions of our economic development, and 
in many cases due to their considerable deterioration, the develop- 
ment of the mutual economic ties among the CEMA countries and 

the growth of their foreign trade turnover have been more moderate 
than what would have been possible or desirable. The efforts of 
most member states, howev-r, have been aimed primarily at warding 
off the unfavorable effects of the world market, or at promoting 
the inner conditions of intensive development. The mutual economic 
ties which exist among the CEMA countries--especially those they 
have with the Soviet Union-- and their foreign trade turnover still 
continue to play a determining role from the point of view building 
a firm basis for the economic growth of the member states, espe- 








Cially of the smaller countries. Cooperation among the CEMA countries 
has noticably moderated the consequences of those unfavorable world 
economic developments that have affected our countries during the 
past few decades. For example, our most important energy sources 
and raw materials--despite price increases in the CEMA market that 
have almost reached the level of world market price ratios--have 
been delivered to the member states by the Soviet Union at a rate 
which is more favorable than the world market price. Socialist 
economic cooperation has been one of the determining reasons why 
most CEMA countries have been able to avoid facing a major econo- 
mic shock, even though the conditions of economic construction 

have become considerably more difficult. 


In our country also, it has been our economic relations with the 
CEMA member countries, especially with the Soviet Union, that have 
made it possible for us to ave a relatively well-balanced eco- 
nomic development, and that have, on the one hand, ensured us the 
energy sources and materials that are considered vital for the 
functioning of our economy and, on the other, have provided stable 
markets for Hungarian products. As a result of our increasingly 
concentrated efforts aimed at expanding our mutual cooperation 
Hungary's share in intra-CEMA has increase from 7.2 in 1960 to 
8.5-8.6 percent by the early 1980's. Hence, we have succeeded in 
expanding our economic ties with the members of the socialist com- 
munity, as a result of which the share of CEMA members in Hungary's 
foreign trade amounted to 67 percent in 1983. 


The economic and technical-scientific cooperation that has evolved 
within the framework of the CEMA, therefore, has remained a factor 
of basic importance from the point of view of the continued strength- 
ening of our economic growth. This cooperation was one of the main 
guarantees and pillars of our socio-economic development at the 

end of the 1970's and in the early 1980's--even during the critical 
period of our economy-building work--and it will continue to be 
that in the future. 


In addition to stating the significant results of the period that 
has elapsed since the high-level conference of 1969 and the adop- 
tion of the Complex Program, we must also mention that the changed 
external and internal conditions of economic construction have had 
a negative effect on the rate and manner of development of our 
economic integration, and have led to shifts in emphasis in the 
implementation of the program. Of our stated objectives, in practice 
we have had to deal primarily with those areas and forms of cooper- 
ation which have helped us adjust to our changed economic situation 
and solve the new tasks stemming from it. Significant from this 
point of view is the progress we have made in building up our 
electric-energy and natural-gas producing and transporting capa- 
cities and in specializing our chemical industries. In the machine 
industry it is the production specialization serving the needs of 
these areas which has shown the greatest development. The progress 

















was less substantial than could have been in the areas of agri- 
culture, food production, the manufacturing of industrial con- 
Sumer goods and in unclogging the narrow bottle-necks of traffic 
(for example, the expansion of transportation capacities, increas- 
ing the delivery value of important railroad lines, etc.) 


There has also been progress in the development of the mechanism 

of cooperation. The development of our resource and institutional 
system, however, has not kept up with the requirements of being 
able to respond flexibly to the changes that have taken place in 
all areas. For example, the expansion of economic policy consul- 
tations, the strengthening of their content has contributed to a 
more thorough, mutual understanding of our countries‘ economic sit- 
vation, and in some cases to working out specific cooperation 
measures. The system of economic policy consultations, however, 
still has not been incorporated profoundly enough into our practice 
of many-sided cooperation. In some cases the consultations concern- 
ing the devlopment of certain branches have provided little quid- 
ance in determining the central tasks of economic and scientific- 
technical cooperation, especially in preparing for a new period 

of extended cooperation. 


Plan coordination is a time-tested and essential means of orga- 
nizing mutual economic cooperation. In those areas where this has 
been made possible by the existing technical and economic condi- 
tions the importance of coordinating our extended-range plans, 

and in general the period covered by the cooperation has increased. 


In the area of raw material and energy cooperation, for example, 
most of the more important bi- and multilateral agreements we have 
entered into during the past decade have been signed for periods 
longer than 5 years, and the same can be said about more and more 
of our specialization and cooperation agreements. Plan coordination 
on the extended range, however, still places primary emphasis on 
the written coordination of mutual deliveries, and pays less at- 
tention to exploring new possibilities of cooperation, or to pre- 
paring specialization and cooperation agreements connected with 
new developments. Progress has also been slower than desired in 
developing direct ties among our enterprises. 


Within the framework of our technical and scientific cooperation 
the efficient forms of collaboraticn have not developed rapidly 
enough. Mutual exchanges of licences, innovations and inventions 
have been )agging far behind our possibilities. So far only modest 
steps have been taken to bring technical developments taking place 
in the individual CEMA countries for the same purpose into better 
harmony. 


The spreading of more flexible forms of trade and the implementa- 
tion of multilateral clearance could provide greater stimulation 
for the expansion of our foreign trade relations than they have 





so far. Our pricing practice which has been based on a 5-year ave- 
rage of world market prices and on an annually changing, sliding 
price base has enabled us to come closer to the world market prices 
and price ratios, but it has not given us the necessary protection 
against the spiraling of monopolistic and politically motivated 
price increases. We need more dynamic development in establishing 
a closer relationship between the various means of planning that 
are used to foster cooperation and our financial and price rela- 
tions, in strengthening the functions of the transferable ruble 
and in the further development of CEMA's credit mechanism. 


The Complex Program that was adopted one and a half decades ago-- 
despite the above mentioned problems--has stood the test of prac- 
tice, and has become the source of significant achievements. In 
view of the shortcomings, however, which can be found in our co- 
operation we must take note of the fact that there are still some 
important reserves at our disposal for expanding our bi- and multi- 
lateral cooperations, solving the tasks which stem from our changed 
world economic situation and successfully realizing the socio- 
economic goals set by our countries. 


There are, therefore, both political and economic interests which 
demand that we raise our level of cooperation and make it more 
effective. For this very reason the most important task of the 
high-level conference--besides consolidating the results that have 
already been achieved--has been to establish the conditions neces- 
sary for the mutually advantageous expansion of cooperation, to 
determine our strategic goals and tasks which will provide a long- 
term basis for our cooperation, to determine our strategic goals 
and tasks which will provide a long-term basis for our coopera- 
tion and economic development. 


In the course of preparing for the conference our countries had 
agreed on the main courses of action that would be necessary to 
modernize cooperation among them. The most important of these in- 
cluded the strengthening of the practice of consultations aimed 

at coordinating the economic policies of the member countries, 
continuing to improve the coordination of national economic plans, 
determining the main directions of our economic development strat- 
egy and of the socialist international division of labor, improving 
scientific-technical cooperation and perfecting the operating mech- 
anism of the CEMA. Highly important in this economic development 
strategy is the secure meeting of energy and raw material needs, 
the strengthening of cooperation in the processing industry, pro- 
viding better supplies of foodstuffs and industrial consumer goods 
to the population and the development of transportation. 


The further expansion of economic cooperation with the CEMA coun- 
tries, and especially with the Soviet Union, will continue to play 
a determining role in our country's foreign economic relations 

and in carrying out our most important economic tasks. It is mainly 








by making better use of the advantages offered by the socialist 
international division of labor--in addition to increasing our 

own efforts and improving our methods of management--that we can 
best promote finding a solution to our existing economic problems 
and a more rapid shift to an intensive course of development. Our 
aim is, on the basis of mutual advantages and interests, and by 
taking our individual countries’ potentials and economic possibil- 
ities into account, to accelerate the development of socialist 
economic integration. We hope that this will improve the possibil- 
ities of balanced development among the CEMA countries and will 
increase the efficiency of their management, and that all of this 
will contribute to finding the necessary solutions to the diverse 
development problems of certain member countries and to the earliest 
possible tlimination of our present economic difficulties. Improved 
cooperation may enable us to explore additional resources, to make 
our economic development more dynamic, to accelerate our technical 
development, to modernize ovr production structures and thereby 

to improve the world economic situation of our countries. All of 
this is extremely necessary. We are convinced that intra-CEMA 
cooperation helps us to maintain our economic stability, preserve 
our strong internal situation, make noticable improvements in our 
standard of living and improve our international balance of pay- 
ments. 


Wwe can mobilize one of the most important reserves of the devel- 
opment of intra-CEMA cooperation by placing a greater emphasis 
than before on making the mutual economic interests of the par- 
ticipants the basis of collaboration in technical-scientific 
production and trade related matters. In view of our countries’ 
diverse natural-economic and social cheracteristics it is extreme- 
ly important that we strengthen our interbranch division of labor, 
develop a complementary system of economies, and broaden and 
strengthen production cooperation. One of the essential conditions 
for helping integrated processes to advance is to establish a 
well-functioning cooperation mechanism and to create a system of 
economic resources. 





Every member country has stated that they are interested in 
continuing the full-scale development of cooperation in order 
to provide a better foundation for socio-economic development. 
In some areas, given the characteristics and situation of the 
Hungarian national economy, we consider the strengthening of 
cooperation and the improvement of efficiency to be of special 
importance. 


It is fundamentally important, in our opinion, that we find ways 
of ensuring a secure supply of energy and resources. This can 

be achieved, in part, by making better use of the inner resources 
of the member states and, in part, by expanding our mutual deliv- 
eries. Our cooperation with the socialist countries shouid also 











help us make more efficient use of our available cnergy and 

raw material resources, and by employing the newest results of 
science and employing modern technologies to bring about a signi*- 
icant decline in per-unit material and energy utilization. Main- 
taining, and perhaps slightly raising our energy and material 
import levels is essential for our economic development, even if 
the efforts required to offset this increase will lead to addition- 
al burdens, increased participation in developments and additional 
Geliveries of the products needed by the exporters. Another one 

of its positive effects is that indirectly it forces us to speed 
up the modernization of our production structure. 


As for cooperation in manufacturing, the expedient thing to do 
would be to concentrate our efforts on those areas where on the 
basis of cur individual countries’ favorable possibilities, speci- 
alization and cooperation can lead to modern and efficient pro- 
duction within a relatively short time, reduce capitalist imports 
and at the same time create a basis for increasing our exports 

to the capitalist markets. We must try to put less emphasis on 
end-product orientation and to broaden our production cooperations. 


In our view, the improvement of food supplies and the development 
of agricultural and food industry cooperation is also a task of 
political importance. The CEMA has significant reserves in this 
area as well. Starting from the experiences of the progress that 
has been made in agriculture during the past decades, we continue 
to be prepared to cooperate actively in further strengthening the 
scientific research basis of agriculture, in establishing a modern 
industrial background and in disseminating advanced production 
systems and processes. The cultivation and introduction of high- 
yield strains, the development and manufacturing of high- performance 
machinery and equipment, and the expansion of the production of 
agrochemical materials have been extremely in making significant 
increases in agricultural production and in improving quality. 

The unique characteristics of agricultural and food industry pro- 
duction, and of ensuring self-sufficiency for the community demands 
that we find longer-term solutions, and that every member state 

be ready to develop a systew of economic conditions which provide 
greater ircentives to increase production and exports, taking 

into consideration that today even our agricultural and food- 
industry related activities require significant material aiid mental 
investments. 


During the coming period we need to significantly improve our 
scientific and technical cooperation if tne CEMA countries are 

to be able to keep up with the accelerated technical revolution 
which has been taking place worldwide. In our given international 
political situation our countries have a special interest in 
striving to achieve new results in the strategically most important 
areas of technical developmexrt, such as electronics, robotization, 
automatization and biotechnics, by making more cfficient use of 








their own scientific and technical potentials. These rew scien- 
tific accomplishments are essential for increasing productivity 

and profitability, and for allowing intensive development to evolve 
on a broader scale. In order to ensure this we need to improve the 
flow of technical information, encourage the transfer of licences 
and know-how among our countries and to rapidly implement our re- 
search results and the achievements of technical progress. 


We need coordinated measures to expand the existing transportation 
Capacities among the CEMA countries, and to increase the delivery 
value of border stations and of the main railroad routes leading 
to them. closer attention will have to be paid to the realization 
of investments aimed at ensuring that the ports of the socialist 
countries become better utilized. 


An important condition for strengthening CEMA integration and 
realizing our strategic gcals is the perfection of our mecha- 
nism of economic cooperation. One of our continuing timely tasks, 
therefore, is to create a close relationship between cooperation 
in planning, on the one hand, and the active utilization of our 
commodity and monetary relations and the developmnent of the 
economic resource system of cooperation on the other. 


In the interest of accelerating the development of socialist 
economic integration it will become increasingly more important 
for us to strengthen the practice of consultations aimed at en- 
suring continuous coordination among our national economic poli- 
cies. The principal means of doing this continue to include the 
coordination of national economic plans and regular consultations 
concerning questions which mutually affect our countries' interests. 
It will be necessary to expand the time-tested practice of plan 
coordination for periods longer than 5 years, to begin to coordi- 
nate the main directions of our long-term economic development, 
and to seek joint solutions to the long-range cooperation prob- 
lems stemming from it. This way the elaboration of the specific 
content and conditions of mutually agreed upon cooperations-- 
including the coordination of investments which significantly 
affect economic relations among our countries--may be realized as 
part of our 5-year and long-term national economic plan coordi- 
nation. This may lead to the development of a connected series of 
coordinated economic policy consultations, national economic plan 
coordinations of various durations and investments which can grad- 
ually lay the foundation for entering into proper agreements. All 
of these constitute a very important condition for expanding and 
strengthening our mutual economic ties. 


Our countries consider it very important that we develop and 
expand the direct relationships among our various economic orga- 
nizations, so that the initiatives and activities of our enter- 
prises can better enhance the process of integration and the 
exploration of the reserves which cooperation offers. Direct rela- 
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tions can contribute significantly to ensuring that within their 
sphere of activity our economic organizations pay closer atten- 
tion than before to mutual needs, that they make a broad effort to 
explore further possibilities for expanding cooperation, and that 
they come up with ideas and recommendations offering ways of mod- 
ernizing preduction and effectively solving our specialization 

and cooperation-related tasks. 


Our continuing tasks also include the maintenance of the world 
market price-base determined system of price formation used in 
intra-CEMA trade, the consistent application of the price principle 
in force, and the preservation of its uniformity. We must try to 
ensure that our prices do not reflect the distorting effects of 
the monopolistic and politically motivated price changes which can 
be observed in the capitalist world market. The requirement ac- 
cording to which contractual prices should properly reflect the 
modernity, higher technical level and better quality of products 
and services must also be consistently enforced. We need to allow 
the monetary functions of the transferable ruble to assert them- 
selves. 


The CEMA countries continue to uphold the principle of developing 
their economic, trade and scientific ties with every country in the 
world on the basis of mutual advantages, equality, non-interference 
in each other's internal affairs and respect for their international 
obligations. We can, and we must make better use than before of the 
advantages offered by the universal division of labor in the interest 
of improving the efficiency of social production and increasing the 
export potential of the member countries. The deterioration of the 
international political and economic situation cannot divert our 
countries from continuing these efforts. In the present intensive 
period of ecunomic development it is increasingly important that 

our countries raise the quality of their economic activities, im- 
prove their positions in the international division of labor, and 
that their joint efforts help to enhance the competitiveness of 
their products. 


In the future also, the member countries of our community want to 
broaden their cooperation with the developing countries, assist 

in their development and strengthen their economic independence. 
It is most desirable that the principle of mutual advantages become 
increasingly fully asserted in these relations as well. 


Also necessary in our member states' view is to maintain and im- 
prove fair economic relations, based on mutual interests, with 

the developed capitalist countries. Such ties may be of significant 
help in bringing about a relaxation of tensions, and in asserting 
our policy of peaceful coexistence, and may contribute to the 
economic growth and scientific-technical progress of the member 
countries of the socialist community. Their aim is to take a more 
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effective stand against protectionist measures and all other types 
of action which interfere with the normal course of world trade. 


The declaration that was adopted at the high-level CEMA conference 
concerning the main directions of the further development and 
strengthening of our economic and scientific cooperation is in 
harmoriy with the interests and goals of our countries. 


Our jointly developed principles and the conference called to 
determine the main directions of cooperation which has set longer- 
term goals have signaled not the end but the beginning of this 
monumental work. The important task fecing us is to lend specific 
substance to what has been stated in the declaration, and to real- 
ize our set goals. 
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INTERNATIONAL AFFAIRS 


BANKING SYSTEM IN EUROPEAN CEMA COUNTRIES VIEWED 
Budapest FIGYELO in Hungarian No 33, 16 Aug 84 p 8 
[Article by Istvan Lengyel: "Banking System in the European CEMA Countries”"] 


[Text] One of the goals of the reform efforts announced in the European 
CEMA member countries is to create a banking system which is in harmony with 
the more flexible economic management system. This may be accomplished 
through organizational changes (mergers, creation of new banks, etc.), but 
the changes occurring in the tasks, legal status or circle of customers of 
the already existing financial institutions may also be significant. Exper- 
ience shows that transformation of the banking sphere can be successful if 
the reforms have already been successfully introduced in other areas cf 
economic management. 


In a Phase of Lagging 


Thus the banking system's transformation is generally of "following 
character", and becomes timely when the new enterprise with entrepreneurial 
character has already come into existence and the greater enterprise inde- 
pendence comes into conflict with the credit monopoly of the traditional 
banks which also fulfill authoritative functions. The banking system then 
is sort of "adjusted" to the economic management system as a whole. An 
attempt has been made also within the framework of the strongly centralized 
economic management system to create a two-level banking system (in the GDR 
in the early 1970s it chould not succeed due to the limited independence of 
the enterprises). 


Thus the banking system is a more-or-less reliable mirror of the situation 
of the economic reform process, and in general we can speak about a given 
stage of the reform of mechanisms having been concluded when the appropriate 
changes have also been executed in the banking system. The reform process 
developing at the beginning of our decade has not yet everywhere expanded 
over the banking system. Therefore the present banking system of the 
European CEMA countries is more or less the same as the format in which it 
developed at the time of the last reform wave, that is, about 15 years ago. 


As a result of the changes at that time, the role of the banks increased com- 
pared to the previous time period. Back then in the majority of the European 
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CEMA countries the central banks were removed trom under the direction of 
the ministries of finance (though in Poland, for example, this occurred 
only in 1982), were given greater independence, and the government became 
their direct supervisory organ. The note banks were given greater role in 
planning and in sheping the processes in the entire national economy. The 
role of the central banks was further enhanced by the fact that they took 
over from the inve-tment banks the handling of investments implemented from 
enterprise resources and bank loans which required repayment. 


Common and Unique Characteristics 


The banking systems of CEMA's European member countries are built more or 

less on identical principles. First of all the concept of the one-level 
banking system is in absolute control, in which the leading role is played 

by the central bank which simultaneously handles the note bank as well as the 
credit banking functions. Secondly, lending to the various partial areas of 
the economy (foreign trade, agriculture, etc.) is done by the specialized 
banks. Prior to the last bank reform the overwhelming majority of the social- 
ist sector's investment was handled by the investment bank. 


But starting out from the point that the investment processes are organically 
related to the enterprise regeneration process as a whole, it is expeditious 
to unite the short, medium and long term loans given to the enterprises, at 
one financial institution. The central bank has taken over a significant 
portion of the investments and in several countries, for example, in 
Czechoslovakia and Poland independent investment banks do not even operate. 
Among the specialized financial institutions we will finally mention the 
savings banks which specialize in operations related to the population, and 
which operate either independently or as part of the central banking organi- 
zation. 


The third common characteristic: the decisive majority of the banks are in 
total popular (state) ownership. One exemption from this is the Poland's 
Food Production Bank which was created in a joint state and cooperative 
ownership format, and also the system of savings cooperatives (cooperative 
banks) in our country and in Poland. 


The fourth common characteristic is that even though one would expect 
competition between the banks with the operation of several banks, in practice 
a frmctional sharing of work has developed among the financial institutions-- 
in contrast with the economic operating organizations the banks at this time 
are in a monopoly position--only one bank and only one single branch of it can 
handle a given banking matter for an enterprise. 


Besides the common characteristics, of course, a number of national character- 
istics can also be observed in the banking systems of the individual countries. 
For example, in Bulgaria a separate bank was established in 1980 with capital 
furnished by several ministries and by the central bank, to finance mining, 

the energy industry and the various energy rationalization programs. In 
Czechoslovakia two financial institutions are handling the foreign currency 
operations--thus in practice there are two foreign crade banks. The GDR's 
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banking system is characterized by the increased control role of the banks, 
as well as by the fact that the banks are in direct business relations not 
with the enterprises but rather with the combines into which they are 
assembled. In Rumania due to the relatively high weight of the branch in 
the national economy, a separate Agricultural and Food Production Bank is 
operating which in addition to making loans also plays the role of accoun- 
tant. The Soviet banking system consists of the .‘*** Bank (Gos-bank), 

the Foreign Trade Bank and the Investment Bank. Ti... ~ .te Savings Bank net- 
work is also a pari of the State Bank's organization. In recent years the 
Gosbank handled an average of 40 percent of all the investments. 


Growth Directions 


In the 1980s significant changes took place only in the banking systems of 
Poland and of this country. The Polish banking law of 1 July 1982 provides 
the opportunity for creating state, state-cooperative, and cooperatively 

owned banks, as well as ones operating in the format of stock corporations. 

A council body by the name of “Council of Banks" has been formed to coordinate 
the banking sphere which currently consists of the Polish National Bank, the 
Food Production Bank, the Warsaw Commercial Bank, the Polish Savings Bank and 
the cooperative banks. Filling up the framework provided by the statutes 

with content is still the task of the future, the basic condition for it is 
furthering the economic reform and development of enterprise independence. 


In other European CEMA countries the debate about further development of the 
banking system does not in essence question the right of the one-level bank- 
ing system to exist. There is no talk about the enterprises receiving inde- 
pendence in chosing the source of the capital necessary for development. 

But the role of the banks is expected to change; the significance of the 
controlling-directing function will decrease. 


8584 
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INTERNATIONAL Ax rAIRS 


BRIEFS 


SOVIET IMPORT ACTIVITY--There has been no slackening off in the pace of 
freight handling work at the Polish State Railroad “inland port" in 
Malaszewice (Biala Podlaska Voivodship). The volume of goods being delivered 
here attests to our growing economic cooperation with the Soviet Union. 
Deliveries of potassium salt have been on the increase of late, and approxi- 
mately 3,000 tons of this product are being handled every day. Work has also 
gotten started on the unloading of Soviet rice. The first rice shipment of 
700 tons has just come in. Shipments of iron ore, metals, and autos are also 
being handled. Manufacture goods such as washing machines, refrigerators, 
and television sets are bing shipped in containers. [Text] [Warsaw 
RZECZPOSPOLITA in Polish 7 Sep 84 p 1] 


CSO: 2600/1261 
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HUNGARY 


JUHASZ ADDRESSES SUBJECTIVE, OBJECTIVE REFORM OBSTACLES 
Budapest MAGYAR HIRLAP in Hungarian 18 Aug 84 p 6 


[Article by Adam Juhasz, State Secretary of Industry: “If Achievement Require- 
ments Do Not Work, the Standard of Competitiveness Is at World Level”) 


[Text] Recently a conference on theory was held in Veszprem, on the agenda of 
which was the further development of economic management. The lectures and the 
commentators analyzed the most varied areas of the economy, outlining the 
problems and the results. Adam Juhasz, state secretary of industry, spoke on 
the subjective and objective causes impeding industrial development, and dis- 
cussed what must be done to make progress. 


The situation and the role of industry in the economy is well known. It is 
here that we create almost 40 percent of the national income, 85 percent of 
ruble export and 71 percent of dollar export. The latter figure was only 53 
percent in 1960 and 67 percent in 1970. But the fixed assets of industry make 
up only 27 percent of the fixed assets of the economy, and only 30 percent of 
the manpower. Domestic industry produces about 80 percent of the industrial 
items in the domestic supply. These data in themselves show that industrial 
problems must be solved and that industry cannot be “replaced” with something 
else. 


Lax Requirements 


Besides these attractive figures, however, there are also some discouraging ones. 
I am thinking primarily of the developments in the terms of trade. It is the 
terms of trade perhaps that best characterize the competitiveness of the economy. 
If we put the 1970 terms of trade at 100, then our peak terms of trade were 101 
percent in 1972, which fell to 85 percent after the first energy price explosion 
and then in 1978 fell again to 78 percent. At present we are around 75 percent. 
The problem with this latter figure is that we can no longer point to material 
and energy prices which develop independent from us; it is basically the 
processing industry that has a role in this. Unfortunately last year, too, we 
had to book about a 2.5-percent deterioration in the terms of trade, which 
caused the economy a loss of about 130 to 140 million dollars. 
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We have to stop the process of deterioration in the terms of trade, because if 
we do not succeed in doing so, all those ideas which play a role in our short, 
medium and long rance plans will not be realizable. That the deterioration in 
the terms of trade can be stopped is well illustrated by the fact that many big 
and small industrial enterprises, to a significant extent, have been capable of 
approaching from year t) year the most advanced industries in tech:=logy and the 
competitiveness of products--including quality. Among these, speciai attention 
should go to those which are capable of marveting a significant share of their 
products on convertible-currency markets. On the basis of all these things, the 
economic role and the achievements of industry must be evaluated differently. 

It is certain that the achievements of Hungarian agriculture in the past 15 to 
20 years have better withstood the test of international comparison than have 
the products of industry. I do not believe, however, that we should rank 
industry in last place among the economic branches, for industry employs people 
of the same caliber as, let us say, agriculture. We have to look elsewhere for 
the causes of the problems as they relate to industry. 


There are, for example, objective conditions which influence the industrial 
Situation and here I would mention that technological and product development 
are the fastest and most intensive in industry, but are less rapid, for example, 
in agriculture. As a consequence of this, marketing work is more problematic 
than in the other branches of economy. Goodwill and other market questions 
arise here in a different way, but even with‘s industry itself they differ, 
depending on whether we are dealing with mass materials or processing industry 
products. In the processing industry, for c..rtain, the results and successes 
of marketing work is of great importance. 


Industry, including export, is highly capital intensive, and our capital shor- 
tage can be regarded as an objective condition which influences to no small 
extent the situation and role of industry among the economic branches. It would 
be a mistake, however, to overestimate the importance of these objective factors. 
I call those factors quasi-objective which are objective for industry but not 
for the economy. For example, one of these quasi-objective factors is what 
kinds of requirements the economy puts on management. 


Achievement adjusts to requirements. If the requirements are slack, the 
achievements are infinitely lower than when the requirements are strict. The 
regulatory system mediates these to the enterprise, and if the regulatory system 
mediates achievement pressures that are not forceful enough, the achievements 
will be greater than the requirements only in the case of enterprises operating 
under fanatic managers. Unfortunately, the “average outlook” evident in economic 
indicators has not been realized in making achievement pressure more general. 

In fact, it worked against this because sooner or later the above-mentioned 
fanatics had to realize that the surplus they had achieved is regularly taken 
away and injected into those who knew that they had to spare themselves because 
they could survive anyway. The most important yardstick of requirements is the 
price system. In my opinion, this is the element of regulation that decides 

how the entire system can function. If the price system is lax and if “every- 
thing fits" into the prices, the most important means of production is not the 
machine, but the paper and pencil. 


17 








Equal Conditions 


I do not want to discuss every cause now, but my account would be wanting if I 
did not speak also of subjective factors. Those which cannot be shifted on 
anyone else but must be taken on ourselves. Among these we must put in first 
place the level of leadership, and here I am thinking of all levels. In 
industry the level of leadezship has adjusted to the requirements, and since the 
requirements were more lax and understanding in the selection of the manacers, 
we also could be more lax. The consequences significantly influence the judg- 
ments formed of industry. Thus in order to influence the judgment that has been 
made of Hungzzian industry in a good direction, we have to perform many tasks. 
Here I put in first: place an ircrease in competitiveness, even as the official 
Gocuments also set this as the most important task of industry now. The standard 
for competitiveness is the world level and in no way some kind of domestic, 
designed level. 


Secondly, I regard greater vitality necessary, for the repayment of debt 
requires more production, and if we want--and we do want--the population of the 
country to have more, and that there should Se more for development, we shall be 
able to achieve this only with greater vitality. Thirdly, I emphasize the need 
for structural development. This is closely related to competitiveness, and 

to the possibility of greater dynamism. We must deal in a special way with 
intellectual work and with the role of qualifications. 


We can meet these tasks, however, only if the market compels the enterprises to 
greater achievements both domestically and in exports. No matter what, this 
market must be created, for this is where value judgments are made, the actual 
yardsticks of achievements, and it is here that the concept of gain tha’ is - 
useful today can become a true profit. But such a market assumes a good price 
system and an income regulation in proportion with achievement and effectual on 
both the enterprise and the individual. We have to allow and deliberately pro- 
mote differentiation, and in fact a differentiation of significant extent. 


Fourth, I emphasize the need for a good industrial policy, for the market, no 
matter how well it works, cannot look into the future, we are the ones who must 
Go this. The better we can forecast the future the more successful our economic 
policy, including our industrial policy, will be. This assumes, of course, a 
good credit policy. Fifth, let me list here the need for a practical realization 
of equal conditions. Formerly, industry was in a subsidized position in the 
economy, particularly the large enterprises. It can no longer be said this is 
the case. We do not desire to have subsidies back but that all those who deal 
with inéustrial activity in this country, no matter what kind of industrial 
organizational order they belong to, and whether they deal with big or small 
industrial activities, should operate under the same conditions. It is only in 
this way that a general achievement pressure can be realized. Sixth, I would 
speak of the need for the actual realization of enterprise independence. By 
this term I mean not only rights, of course, but also independence in responsi- 
bility. Also revelant here is that economic management should allow the enter- 
prises to gain wealth as well as to fail. Let me add that enterprise independence 
is influenced or limited not only by subbranch portfolios, in fact nowadays 


18 








these do the least in this way. Seventh, I would consider it necessary to 
change our methods of cadre selection. For example, we must be much bolder 
about putting young persons into managerial positions that they might have the 
opportunity to demonstrate their capabilities. 


Shortage and Excess 


I am convinced that in industry there are more people working than necessary, 
but at the same time there is a manpower shortage. In Hungary the number of 
shifts is one of the lowest in the world. The direct cause of this is the man- 
power shortage. Aithough we have the necessary manpower in the country, it 

Goes not function efficiently. The crganization of the manpower market--not 
only within industry but outside of it--requires that measures be taken. 
Regarding cooperation problems: wifhout a supply market the strengthening of 
cooperation discipline will remain only a good wish. There should be legal 
consequences to contract violation or nonfulfillment. It should not be possible 
to exculpate the contract violator. 


Thus we have many tasks to solve, and our work is not at all easy, for we must 


perform these by counting on stricter economic requirements. It is necessary, 
however, for us to make these requirements realistic. 


6691 
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OFFICIAL INTERVIEWED ON ROLE OF ADMINISTRATION IN RESORM 
Budapest OTLET in Hungarian 12 Jul 84 p 4 


[Interview with Dr Imre Verebelyi, director of the Institute for State Admin- 
istrative Organization by Zoltan Biro: “Economic Democracy and Public Admin- 
istreztion,” date and place not specified] 


{Text} Developing economic reform means--simply--decentralization of the economy, 
consistent development of price and monetary relationships, and increased imple- 
mentation of the role of market competition. The extent to which the strict 
mechanism of public administration helps or actually hinders this process is 

not a matter of indifference. We spoke about the mutual influences of economy 
and administration with Dr Imre Verebelyi, director of the Institute for State 
Administrative Organization. 


"Government direction must be made smoother and more effective, responsibility 
must be increased, and control of economic processes improved. National economic 
planning must be perfected, the organizational system of economic institutions 
and enterprises developed, and the work of regulating and organizing markets 
improved.” (Extract from a resolution of the MSZMP KB [Central Committee of 

the Hungarian Socialist Workers Party), 17 April 19864.) 


[Question] It is a historical fact that the building of Socialism started in 
every country with a planned economy and an exceptionally centralized admin- 
istration. Was this duality necessary? 


[Answer] Absolutely. Let's take in turn the domestic situations: after the 

war the country struggled with a serious lack of means, and there was practically 
no intelligentsia, nor could any be created in a year or two. The consequences 
of a lack of cadres are obvious: what chance is there for administration if 
there are ten economists and 110 factories? They will play a role in central 
administration. Beyond this, ovr stated political principles proclaimed equality, 
which would have conflicted terribly with the rapid differentiation based on a 
market economy. But what kind of administration would it be if centralized to 
Geath? Administration is a uniform that serves given political relationships. 

if for every enterprise it is prescribed to the last nail how much they will 
produce of what things and the directors and their assistance are xept in direct 
personal dependence, then a democratic public administratica is inappropriate 








to accomplish this. This is natural, but the problem is that a public admin- 
istration that still applies the earlier centralized methcds is siiil burdening 
the economy. For the concepts, attitudes, and practices of institutions 
accustomed to a powerful role are inherited. 


[Question] Just for this rexson, if we want to create an economy oriented to 
the market, won't public adsinistration have to be diverted from its course? 
Let it make rules, paint signs, and adjudicate--but from the sidelines... 


[Answer] Administration does not have to go out of the economy, but there is a 
need for another kind of public administration. In my opinion, good public 
administration can do two things: on the one hand, it can limit undesirable 
automatic features of the market--subject to political goals (this is an impor- 
tant short-range task, but it can’t do it for too long, as we have experienced 
that it turns out badly when we ignore the laws of economics). On the other 
hand,--and this is the present task--it can aid the development of price and 
vonetary relationships and the formation of markets. In other words: it can 
make labor more expensive. if it is too cheap; it can subsidize retraining in ° 
enterprises that are trying to employ surplus workers that have been laid off 
because of economic setbacks. So there is a need for administration that helps 
the development of market relationships, but we ust view with justifiable 
cuspicion any restrictive administration that hinders competition. It is char- 
acteristic of administration, as a modern bureaucratic organization, that~--in 
contrast to common belief--it is reluctant to enter new socio-economic 
relationships. Its leaders never pound the table in order to win new areas of 
authority, and administration does not expand “on its own,” because that would 
just mean more work. But if they have received any status, with an apparatus 
and areas of authority, then they really do “ideologize” their own importance. 
For example, in spite of the fact that the real tasks of the districts were 
reduced, the district offices have not reported that they have no work: just 
the opposite, they sought out [work] for themselves. Afterwards, even when 
offices have been closed, they have kept fighting and lobbying for non-existent 
positions. 


[Question] So what will the role of public administration be in the economy? 


[Answer] The tasks of administration will not decrease with “market building,” 
but they will be different: instead of hierarchical direction, they will have 
to regulate or check whether the enterprises are operating legally and to make 
contracts under civil law--in other words to give advice and counsel to the 
enterprises--not in a superior or subordinate but in a co-ordinate relationship. 


[Question] What effect will economic democratization have? Won't it result in 
decentralization of today's centralized administration? 


[Answer] There are no direct connections between the two areas, although economic 
reform will doubtless have a good effect in the development of self-government. 
It was no accident that after the reform of 1968, a new council law was aijopted 
in 1971. A direct effect is not possible because most of the councils maintain 
public enterprises, and these do not belong .o the group of enterprises that 
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are being directed on the path toward self-government. But work is underway 
thet warts to increase the iwcependence of local represertative organizations 
through changes in the system of council bucgets. On the other hand, ve 
should include here the political development that has aimed at Jeveloping the 
system of tepresentation through changes in the election laws. 


[Question] Whet role do the representative and collective organizations have in 
administration of the economy? 


[Answer] In principle, their importence is rising, for under indire:*  conomic 
administration the activities of the enterprises are being directed in directions 
Gesirable for the national ecoromy, mainly in a normative manner, through legal 
measures. In the hierarchy of laws, however, the laws of *he national Parliament 
or the regulations of the government are definitive. In contrast to the favorable 
propagation of normative measures relating to individual interventions on the 
part of supreme authorities and ministries, there are some deficiencies in the 
law-making process that affect th. enterprises and vitiate the advantages of 
es*ablishing norms. Studies show, however, that these problems cannot be 
remedied within the area of the economy or economic law: they can be traced 
back to general contradictions in our law-making process. Namely: in an 
increasing mass of laws, the laws created by ministries out number by far those 
of the government and the highest representative organizations; the law is the 
least of the legal rules that stand above the supreme authorities. Many essen- 
tial questions of the law are unclear, yet the state administrative organizations 
regulate, in the name of implementation, sometimes in contradiction with the 
general provisions of the law. So in order for us to achieve any essential 
improvement in law-making for either enterprises or institutions, the therapy 
must begin with the fundamentals: we need to progress faster in the moderni- 
zation of our system of state and political institutions that participate in 

the process of making laws. 


[Question] What should the “therapy” be? 


[Answer] The importance of the government and especially the Parliament must be 
increased. If central party guidance in law-making were to take place not in 
the state administrative organizations that prepare the laws but through the 
committees and officials of the highest representative body, this would limit 
the strong position of power that the supreme authorities have today. For this, 
naturally, the capacity and work-level of the Parliament must be improved: 
there is a need for representatives who know politics and have been through tie 
“schools” of local democracy, who do not meet just for 6-8-day sessions, because 
that smount of time is hopelessly inadequate for worthwhile debate. In order 
for the highest representative organization to take over the legal regulation of 
as many socio-economic relationships as possible there is a need for more con- 
tinuous committee work and development of parliamentary and other institutions 
to support training of the representatives. 
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HUNGARY 


ROLE AND INFLUENCE OF SPECIALIZED WORK GROUPS EXAMINED 
Budapest VALOSAG in Hungarian No 1, Jan 84 pp 1-16 
{Article by Terez Laky, Labor Research Institute: "Myths and Reality"] 


[Text] It is mere coincidence that this article is appearing on an anniversa- 
ry: it is two years ago that the statutory regulations on establishing smali 
businesses became effective. But it is not the intention of this article to 
evaluate and review the forms of small business. If for no other reason, be- 
cause we will be discussing in greater detail only two of the dozen forms: the 
work associations (GMK's) that are considered private-sector businesses, and 
the enterprise work associations (VGMK's) that function within the socialist 
sector's organizations. Although these two forms jointly account for nearly 90 
percent of the new small businesses functioning as associations, I would hesi- 
tate to undertake a more comprehensive evaluation of small businesses because, 
in my experience, one of the most important and still valid characteristics of 
the past two years has been the exceptional variability of the phenomena. The 
directions in which the various processes are developing cannot be foreseen 
even a month or two in advance. (For example, it was not possible to foresee 
that the number of civil law partnerships, which started out as the most popu- 
lar form of small business, would not reach even 200, and that--almost exclu- 
Sively--only experts with higher education and doing intellectual work would 
be interested in civil law partnerships; nor that, after six months of hesita- 
tion, the number of VGMK's would be rising spectacularly.) For this reason it 
is also impossible to predict which of the consequences, the desirable or unde- 
Sirable ones, will intensify in a month or two from now. As is true of new 
processes in general, also now too many of the circumstances that shape the 
phenomena are stili obscure (for example: the economy's acceptance of small 
businesses, how the interests of large enterprises will evolve, how the bal- 
ance of supply and demand will change, to what extent will personal incomes be 
differentiated, etc.). This could generate different public sentiments, re- 
inforce different camps, and lead to different economic-policy measures. All 
this warrants great caution also in the treatment of available data. Therefore 
I will attempt to present only a few of the seemingly more permanent and more 
important trends of the two small business forms' socioeconomic role, and only 
as much as the facts now permit. I will strive primarily to be factual, in 

the hope that the facts themselves contain the answers to many of the ques- 
tions and doubts and will be able to dispel some of the myths that now shroud 
small businesses, myths that stem either from enthusiasm or concern. 
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Expectations 


For better comprehension of our immediate topic, I will summarize some of the 
characteristics and statistics of small businesses. Both official statistics 
and common usage regard as small businesses only the economic units operating 
under the organizational forms that have been authorized since 1 January 19®. 
This collective term includes the following forms: civil law partnerships 
(PJT's), a form that was legally permissible also earlier but has been revived 
by the new regulations; GMK's; VGMK's; small companies; and subsidiaries. 
The cooperative groups specializing in industry or services, and the small co- 
operatives likewise belong here as new forms that may be established within 
the cooperative movement. Furthermore, we regard as small businesses also the 
GMK's that lease the industrial service units of economic organizations, and 
the PJT's that lease or manage under contract certain enterprise subdivisions 
or stores and restaurants. 


In this context, then, we do not regard as small businesses the following: 
traditional private artisans; the system introduced years ago in domestic 
trade for contracting out or leasing stores and restaurants to individuals; 
and household plots. 


Although public opinion, which basically is uninformed, hardly knew what the 
newly coined names meant (and probably still does not know exactly, despite 
the flood of reports on them in the mass media), decision-makers and their 
staffs regarded the establishment of small businesses operating in the novel 
forms of associations as an important step that would trigger several desirable 
changes in the functioning of the economy. 


As can be established in retrospect from the various proposals, and from the 
arguments of the informative and preparatory briefings held for the state and 
party apparatuses, economic policy regarded flexible small units, which could 
quickly respond to any demand, primarily as a means of improving the living 
standard, assuming that these units would be abie and willing to significantly 
broaden the assortment in production and consumption, to supply the demand for 
many kinds of services, and to organize activities in both production and con- 
sumption that the traditional organizations were unabie to undertake effi- 
ciently. That in this way, by alleviating the most diverse kinds of shortages 
in the various areas of the economy, the disruptions of the economy would be 
reduced and the population's living conditions could be improved. Primarily 
this socioeconomic objective warranted the establishment of small businesses. 


At the same time, the existence of small businesses fitted organically into the 
efforts to transform the structure of industry. It promised to be one of the 
ways to gradually develop, as the supplier base of strongly centralized social- 
ist industry, a network of small and medium plants essential to economical pro- 
duction and flexible operation, supplementing and iinked to the large enter- 
prises’ activity. 


The smali businesses also promised to be a means of creating jobs without bur- 
dening the state budget, and thus of helping to solve the unemployment problems 
that were persisting for various strata (for recent college and university 
graduates in some fields, and for secondary school graduates not continuing 
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their studies, for example) and in various areas of Hungary, including several 
megyes. 


The expectations were also formulated, albeit vaguely, that a part of personal 
wealth or personal incomes would, be rechanneled into production, instead of oc- 
casionally wasteful consumption. 


From the number, activity and operating characteristics of the various forms 
of small business established over the past two years it gradually emerges that 
something has indeed started, but it differs in many respects from the expecta- 
tions--as yet it is hardly possible to determine whether this is an advantage 
or a drawback--and that the results are very modest ones. 


The figures are variable; additional small businesses of every form probably 
have been established to date, and dozens of them have ceased. For the sake gt 
clarity, however, let us examine the figures of the latest available summary: 


Number and Membership of Small Businesses on 31 August 1983 








Businesses Members 
Forms Number Percent Number Percent 
Partnerships and associations 
PJT's 188 1 1,035 1 
PJT's contracting certain enterprise 
subdivisions 10 31 
PJT's leasing stores or restaurants 
from state enterprises 172 1 301 
PJT's operating retail stores 229 2 481 
GMK's 4,184 31 24,186 20 
VGMK's 7,533 56 75,271 61 
Specialized industrial or service 
cooperative groups 972 7 21,611 18 
Specialized AFESZ [general consumer 
and marketing cooperative] groups 229 2 48) 
Jointly 13,517 100 124,339 100 
Small plants 
Small companies 180 
Subsidiaries 838 
Smal) cooperatives 204 


®Including 59 that function as small companies. 


Some points of reference for evaluating the order of magnitude: The number of 
members active in the more than 10,000 small businesses is not quite 2 percent 
of the total number of persons employed in the ni\tional economy. In other 
words, 98 percent of the workers are not participating in small businesses. 
And the overwhelming majority within this 2 percent have kept their jobs at 
their original places of employment, participating in the small businesses in 
their spare time. 
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This much will perhaps suffice to dispel one of the most common myths of self- 
Satisfaction ("we are a country of businesses") and, the year before last, one 
of the most common concerns (that the small businesses would divert labor from 
the large enterprises). 


Regardless of their numbers, the forms of small business still could play an 
important role in the economy. However, to be able to form a picture of their 
actual socioeconomic role--and at the same time to confront further myths with 
reality--we must become somewhat better acquainted with the various forms that 
have been lumped together under the collective term of "small businesses" but 
actually have few traits in common. One source of the conceptions--mostly mis- 
conceptions--regarding small businesses is the assumption that they have common 
characteristics, whereas in many respects the differences are the more defini- 
tive. 


Similarities, Differences 


Before discussing the individual characteristics of the GMK's and VGMK's, I 
will attempt to summarize the characteristics common to all the forms, at 
least up to now. 


Among the similarities, I regard the following as essential: (a) All the forms 
appear suitable for the basic objective, i.e., to alleviate the shortages in 
the supply of goods and services, to reduce the economy's disruptions and 
thereby to improve the population's living conditions. (») Their ability to 
adjust flexibly to the demand can be attributed to their omall.size: each of 
the economic units operating in one of the new forms is small. The existence 
of relatively small economic units is indispensable to the economy: with their 
size they represent something essentially new, the form that is lacking the 
most within the organizational structure of the economy and of industry in par- 
ticular. (c) Their establishment and operation are aboveboard, legally regu- 
lated. This important common characteristic draws the dividing line between 
the still larger--and, due to the chronic shortages, permanently viable--camp 
of those who derive untaxed income from unalterably illegal (uniicensed or on 
company time) activity, and those who are engaged in small business in its new 
forms. (d) The operation of the new forms of small business is based predomi- 
nantly on utilizing tne workers' spare time. Practically in every form (with 
the exception of subsidiaries, small companies and partially of the small co- 
operatives) the participants work in the "small business" after their regular 
hours per day at their workplaces within the socialist sector. A significant 
extension of working hours in the hope of additional income--which up to now 
has been typical primarily in agriculture and the construction industry--has 
become a way of life for the members of additional strata. The utilization of 
a part of spare time as working hours offers mutual advantages for those who 
use their skilis also in extra work, and also for those who have a demand for 
suvh skills and working hours. On the other hand, however, it is obvious that 
the conversion of spare time into working hours is not yet "entrepreneurial" 
behavior but merely employee behavior, a simple continuation of the previous 
life strategy and way of life. 


I regard two of the diffierence among the individual forms of small business 
as essential: (a) Probably the most essential difference is that only the 
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PJT's and GMK's among the new forms may be classified as private-sector activ- 
ity. All the other forms of small business are units that belong in the state 
or cooperative sector. Thus a third of the aggregate, regarded as uniform for 
statistical purposes, consists of private par,nerships or associations that ac- 
count for about 20 percent of the membership. The vast majority of the organ- 
izations and members operate as a part of the socialist sector, with appropri- 
ate relations of ownership: the members--with the exception of the members of 
Smail cooperatives--do not invest capital in the organization and do not own 
the means of production. (b) There are very significant differences in terms 
of which form may be regarded as a business, and to what extent. If the mean- 
ing of this concept is interpreted--according to the classical definition--to 
include organizational autonomy (independence of direct state control and of 
other organizations, and I regard this criterion as a particularly important 
distinguishing feature amidst our conditions), profit-oriented economic activ- 
ity or a choice among the economic options that is based on profit (in the 
wider sense), the assumption of risk (possible loss of the participants’ indi- 
vidual investment, and occasionally of their personal assets and income) in 
the hope of profit, the right to dispose of the profit (to decide whether to 
invest or distribute it), and even the right to dispose of the business (to 
decide whether to continue the business or wind it up), then the forms known 
as "smali businesses" can be classified into at least three-large groups: 
businesses, quasi-businesses, and nonbusinesses. Without systematically ana- 
lyzing here whether the different criteria of a business are present or absent, 
I will merely sum up the final result. In differentiating, I will refer only 
to the principal criteria that are absent. 


The PJT's, GMK's and small cooperatives are businesses (in principle, within 
the limits of the statutory regulations) since they have all the criteria of a 
business. 


Small companies are quasi-businesses. (The small company has only partial or- 
ganizational autonomy; it is founded by transferring state-owned assets; its 
director is appointed by his superiors; its workers receive their wages re- 
gardiess of the small company's performance, etc. In the sense of the concept 
that I employ, the producer cooperatives that organizationally and economically 
are subordinate to organs of macroeconomic management or to other economic or- 
ganizations likewise cannot be regarded as businesses, or only to the extent 
that their relations of subordination permit economic actions "on the basis of 
market prospects and accounting" ((Max Weber)), and a choice among the actions 
in accordance with the foreseeable profit.) 


The following are nonbusinesses: subsidiaries (they are actually "businesses" 
of their parent enterprises, which have the right to dispose of the subsidi- 
aries' assets and profits, they hire and fire the managers and workers, etc.); 
leasing and contracting (personally the lessee and the contract manager are en- 
trepreneurs, but the unit is not a business because it lacks the systematic 
rights of the capital's owner to dispose of its assets, organizationally it is 
not independent, the lessee's investment is not capital but more of a deposit, 
etc.); the VGMK's and the specialized industrial or service cooperative groups 
(organizationally they are not independent because they may be formed, with 

the enterprises’ consent, by active and retired workers of the enterprises; 
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their capital equipment is owned by the enterprises; and the members risk 
neither their investment--there being none--nor their personal incomes, only 
the amount of their income from work performed during their spare time). 


Occasionaliy, the area of economic activity determined by the members' social 
status harbors further significant differences. A framework for intellectual 
services, for example, evolved under the influence of many local and ad hoc 
circumstances; and whether the specific form happens to be a PJT, GMK, small 
cooperative or VGMK is less definitive than are the education-based social 
status of those who perform the given activity (university and college gradu- 
ates), and the business connections that they have developed or are able to de- 
velop by virtue of their principal employment (at planning and design, systems 
analysis or research institutes). Similarly, significant differences charac- 
terize the VGMK's formed in large-scale state industry, the construction indus- 
try, or other branches of the national economy. 


Socioeconomic Characteristics of the Various Forms 


Before discussing the GMK's as the most common private-sector form of small 
business, allow me to refer briefly also to the PJT's as the other private- 
sector form. The PJT's are typically the partnerships of Budapest intellectu- 
als for a wide range of intellectual activities: many kinds of planning and 
design, systems analysis, and computer-related services. (Exceptionally, one 
or two can be found also in the provinces.) Initially the appeal of this form 
was that while many institutes banned the formation of small businesses, the 
partners forming a PJT did not need approval from their employers; futhermore, 
there were no restrictions on the number of members, unlike in the case of 
GMK's; and the formation of small cooperatives was ruled out because that 
seemed to require a capital investment to purchase shares. Since only the for- 
mation of a PJT involved costs, after which it could be based on knowledge as 
intellectual capital, such partnerships developed at the fastest rate. The 
spreading of their fame was even faster than their numerical growth, and public 
opinion initially associated small businesses with the three-lettered acronym 
PJT. Aithough the PJT became a household word, this form lost much of its 
early popularity, primarily because of the high, 40-percent tax on partner- 
ships. Already the first year, many of the PJT's were converted into GMK's or 
small cooperatives (often with pro-forma shares of low value) because of the 
substantially more favorable tax treatment. 


Work Associations 


The GMK's are the most popular form of small business in the private sector. 
The 4,200 GMK's with over 24,000 members account for the second largest propor- 
tion of small businesses, after the VGMK's. In the light of comparisons, how- 
ever, the figures characterizing the spreading of GMK's shrink immediately: in 
the same period, for example, Hungary had 120,000 or five times as many private 
artisans (although some of them were working only part time, as retirees or 
moonlighters). And the white spots indicating unsupplied areas rate even this 
number as inadequate. 


The vast majority of GMK members, similary as the PJT members, retained their 
original jobs. In the first half of 1983, 25 percent of the members (fewer 
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than 4,000 persons) and 23 percent of the 2,000 employees worked full time in 
GMK's. 


On the basis of their activity the GMK's may be classified into three groups of 
about equal size. According to their socioeconomic characteristics, the ones 
that provide intellectual services obviously are related to the PJT's. Similar 
to them in many respects are the GMK's established to provide other services 
(dating, organization of programs, coaching, etc.). 


The most promising are the GMK's engaged in industrial activity. The perhaps 
1,300 such small businesses are prospective units of the supplier industries 
that are indispensable to the national economy and are increasing the number of 
sorely needed small organizations. This group is the most noteworthy in many 
other respects as well. For example, this is where an economically important 
process has started, albeit on a modest scale: the investing in production of 
money that otherwise would go into savings or be spent on personal consumption. 
For the operation of these small businesses requires capital: a shop, machine- 
ry, and gmoney with which to buy materials. 

From various sources--for example, the data of a limited questionnaire survey, 
the conclusions of conferences with GMK managers, and personal interviews--it 
appears that even when the money necessary to start is scraped together, it is 
far from adequate for "the capital-labor ratio that can be expected in the 
given sphere of activity"; the money or the confidence or both are lacking for 
the required capital-labor ratio. But thanks to a regulation issued in due 
time that allows the formation of a development fund from profit before taxes, 
most GMK's would be wiliing to spend a part of their last year's profit on 
technological development, mainly on machinery. If it were available. 


In my experience, what type of industrial activity a GMK undertakes is a func- 
tion not only of the founders' professional experience, but of their social 
status as well. It is too early as yet to establish types, but the character- 
istics of several typical groups seem to be taking shape, precisely along the 
lines of affiliation with social strata. 


Perhaps the most important is the group of highly qualified specialists who are 
at the top of their fields and are also thoroughly famiiiar with the trends of 
international development. They are entrepreneurs in the best sense of the 
word: they plan to market the most exacting products, and a sense of vocation 
is just as typical of them as is their desire to gain material recognition of 
their talent and diligence. Some of them, aithough not many, have resigned 
from their previous jobs in socialist industry. Occasionally they were forced 
out by intrigues. ("All 17 of us began as moonlighters in the GMK. Today, 8 
of us are working here full time. This happened mostly out of necessity, be- 
cause we encountered much harassment at the enterprise. I was the respected 
manager of a subdivision for 29 years and they always treated me as a very re- 
liable employee and a good specialist. WNow they forced me to choose. I had 
to leave the enterprise."--An engineer.) Others left state industry years 
ago, because they were fed up with the cumbersomeness and inertia of a large 
organization. I have encountered a GMK of development engineers who "founded" 
an ancillary of an agricultural cooperative and subsequently altered this stop- 
gap relationship by becomnig independent and forming a GMK. (Incidentally, 
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three of their products already won gold medals, the first prize, at the 
[Budapest] Fair.) The manager of another GMK, likewise a development engineer, 
had been for years the chairman of an industrial cooperative. First he ob- 
tained an artisan's license to manufacture his own patent. Then, with several 
of his best skilled workers, he formed the GMK and is now producing in this 
form his product that is very much in demand. 


Sandor Erdelyi is concerned abou f large-scale state industry presumably because 
of the departure of such people. But I feel that he is directing his re- 
proaches and bitterness unfairly at the small businesses as the source of all 
the trouble. For, as the statistics show, at most 100 to 200 of the tens and 
thousands of technical intellectuals at large organizations left during the 
past two years to joint GMK's. The departures unquestionably are causing hard- 
ships for the enterprises concerned. In contrast with Sandor Erdelyi, however, 
I fear for the state sector of industry not so much because of the brain drain, 
but because of its inability to harness the talents of its work force. When 
activity is freed from the constraints of large organizations, moreover, the 
economy's gains--in terms of products, quality, and deliveries on schedule-- 
probably more than offset the losses of individual enterprises. 


Today it seems that small collectives of top-level specialists, with fewer re- 
strictions and a knowledge of high technology, taking bigger risks and respond- 
ing more fiexibiy than the large organizations to the foreign and domestic de- 
mand, could pioneer in many areas the development of a more demanding and more 
modern product structure. 


Among the GMK's engaged in industrial production, the ones formed by or with 
the participation of private artisans are a distinctiy different type and play 
a different roie in the economy as well. Although last year the number of 
such GMK's was still small (of the 75,000 private artisans, at most 500 belong 
to G4iK's). in the first months I regarded them as one of the most promising 
forms. It seemed that these collectives would be the first ones able to re- 
spond to the needs of large-scale industry, because the necessary technological 
equipment, and the ability and experience to organize business activities were 
to be found——at ast partialiy-- in the artisans’ shops. Today I find that 
GMK's have mot become popular among private artisans. Perhaps partially be- 
cause the situation of the private artisans themselves has improved. For exanm- 
pie, the work force of an artisan's shop, including family members and empiloy- 
ees, may total 13 persons, and many of the GMK's do not have a larger work 
force than this. Secondly, because the past 30 years have made private arti- 
sans very cautious: they trust neither the collective forms nor the permanency 
of the present opportunities. (It is typical, for example, that practically 
none of the private artisans who joined GMK's has turned in his license, dis- 
continued his activity or abandoned his circle of customers. But caution is 
only one of the underlying reasons; the other is opportunity to augment 
income.) Furthermore, the mentality of the overwhelming majority of private 
artisans is that of the craftsman rather than of the entrepreneur; they seek 
orders that offer a secure iivelihood without risk, and prefer the technologi- 
cally more demanding custom processing farmed out by large-scale industry. For 
the time being, however, large-scale industry is a cautious customer; it main- 
tains the relations established earlier with private artisan, but expands them 
with the GMK only within limits. 
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GMK's of two, three or five skilled workers with special training are another 
distinct type. Most of them provide industrial services: the repair and main- 
tenance of large-scale industry's sany different kinds of special equipment 
and installations, ranging from boilers to geodetic instruments. Mostly the 
cumbersomeness of the national service networks led to the formation of these 
groups. Occasionally the GMK members are employees of the same service enter- 
prise. The business is founded on special skilis and spare time that the 
members are willing to convert into cash, satisfying at the same time the cus- 
tomers’ urgent needs. 


Engineers, private artisans, and skilied workers. It is already evident in 
general outlines how differently each group views business, depending on its 
social status, and how different is each group's contribution to the economy. 
And perhaps it will be of interest also from the viewpoint of our social self- 
knowledge if we succeed in exploring--as we intend to do specifically within 
this circle--the social differences that determine also economic actions. 


Thus the following are typical of most PJT's and GMK's, the two private-sector 
forms: the intention to preserve the employee mode of existence, by keeping 
the jobs in the socialist sector (either to seoure one's livelihood or, over 
and above that, for the business contacts that can be developed through such 
jobs); and the intention to market spare time and special knowledge or skiils 
(for additional income, out of professional ambition, or because the activity 
offers more room for the development of one's personality). The majority of 
the private-sector smail businesses do not seem to want more than this for the 
time being: they really would not like to become "private," nor a "business" 
that means independence and freedom, but more risk as well. Especially not as 
long as the socioeconomic consequences of becoming independent are so uncer- 
tain. Even so they are a part of a myth: in the eyes of officialdom and 
according to everyday usage, they have already become socialist society's 
"smail entrepreneurs," mentioned with a slight shudder or with approval. 


As I have already mentioned, all forms other than this particular "private seo- 
tor's® specific "smail businesses® have been formed within the state and co- 
operative sectors. The VGMK's are numerically the largest form and have been 
exposed to constant external and internal attacks since their formation. They 
are work associations that can be formed from among the workers and retirees 
of enterprises (or economic organizations). 


Enterprise Work Associations 


It is generally believed that VGMK's have been formed only at industrial enter- 
prises. This misconception, which often influences even the standpoints or 
public agencies, probably stems from the name itself. 


However, most of the VGMK's have been formed not at socialist industrial enter- 
prises, but at economic organizations belonging to other branches of the na- 
tional economy (research institutes, state farms, planning and design insti- 
tutes, service enterprises, and even agricultural cooperatives). 


There are more than 7,000 economic organizations in Hungary, and VGMK's have 
been formed at 1,250 of them (but there are economic organizations with as 
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many as 100 VGMK's each!). In other words, only 17 percent of the economic or- 
ganizations have VGMK's. We could also say that 8) percent do not have VGMK's. 
Within this, VGMK's have been formed at 439 (or 27 percent) of socialist indus- 
try's approximately 1,600 economic organizations (in other words, there are no 
VGMK's at more than 70 percent of these organizations). 


To all this we must add the personnel's orders of magnitude. The economic or- 
ganizations provide employment for the bulk of the gainfully employed: out or 
a total of 5.0 million, for at least 4.0 million. The membership of the VGMK's 
amounts to not quite 2 percent of this total. The proportion of VGMK members 
is small even within the economic organizations: about 5 to 10 percent of the 
work force. 


Many hopes and doubts have been expressed regarding the VGMK's, mainly with 
the industrial enterprises in mind. The hopes have been formulated primarily 
by those who helped to draft the statutory regulations and prepare their imple- 
mentation. The way they assumed it at that time: that VGMK's would be formed 
at the enterprises with idle capacities, where manpower utilization was less 
efficient; here the VGMK, as the joint venture of the workers and the enter- 
prise, could utilize both the idie capacity and the manpower efficiently, for 
the benefit of the population and other customers. Indeed, it became possibile 
to imagine even greater changes: *. . . formed in large numbers, the enter- 
prise work associations will react upon the plant's structure and relations. 
They will develop large-scale production organized from below, transforming the 
typical picture of a large enterprise as ‘manufactures within the same fence’ 
and compelling the adoption of cooperation as the basis of large-scale produc- 
tion." And amidst the internal conditions changing in this manner, "not only 
the enterprise, but also the collective within it becomes macrogconoaic manag e- 
ment's partner," i.e., the VGMK's will create plural reiations. 


The doubts and counterarguments--again with large-scale industry in mind--came 
from every direction: fear for the health and recreation of the workers be- 
longing to VGMK's; concern over the consequences of the unplanned outflow or 
wages; suspicion that the output of the VGMK's would contain "brought ma- 
terial," i.e., stolen time and iabor, “which wiii be missed somewhere"; fear 
that the wage scale within the enterprise would be tightened, etc. 


Up to now, the sharpest opposing views have avoided publicity. In my experi- 
ence, however, there are two camps within practically every apparatus. And al- 
though the views of the supporters of official economic policy have been abie 
to prevail so far, there do exist stubborn opposing views and confidentially 
circulated opposing documents as well. 


Although it is the VGMK's that stand in the crossfire of arguments and counter- 
arguments, it is obvious that the debate has centered iong ago not on the 
VGMK's, but on the economic organizations’ interests and manpower requirements, 
on the possibility of increasing the work force by circumventing wage reguila- 
tion, on remuneration practices during reguiar hours and other hours--in other 
words, on one of the most difficuit probiems in our entire economy. This is 
indeed a problem for which a solution wiil have to be found. 
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Regarding the VGMK's, however, it wiii be worth exploring eve so some facts 
that question the hopes and the doubts as well. 


1. Mo matter how loosely we interpret the criteria of a business, it is obdvi- 
ous that the VGMK's--with the exception of the ones that are contractors in the 
construction industry--meet pone of the criteria. Their organizational depen- 
dence is obvious: they may be formed only with the director's consent, and 
usually they may work only for their own enterprise. Wo capital is needed for 
their formation (presumably nobody wiil regard as a “capital investment” the 
amount, usually 1000 forints, that is collected to cover the costs of getting 
organized). They have no choice of customers and orders. Their autonomy ex- 
tends only to undertaking or refusing to undertake, for the gutuwally agreed 
remuneration, the activity that the enterprise has approved. They are unabie 
to invest their income in the "business." And they risk nothing, except per- 
haps the income they could earn in their spare time. The VGMK--in its pres- 
ent form--is not a business, merely a contractual relationship between the en- 
terprise and its workers for the performance of a specified task, where "work 
association" simply stands for “work brigade.* 


2. It follows also from the preceding that, in conjunction with VMGK's at in- 
dustrial enterprises, it is hardiy warranted to entertain notions such as that 
"here the smali business and the large pliant exist and operate side, py side,* 
and that the VGMK "is a collective business within the enterprise.* It is 
obvious also from the territorial data that not the enterprises with idie ca- 
pacity and surplus manpower have been the ones to make a move; rather the 
large enterprises complaining of manpower shortages--prigariiy in Budapest and 
the large provincial industrial centers--have taken advantage of the oppor tun- 
ities that the VGMK's provide; they want to utilize in their ow interest the 
wrkers' additional working time that is for salie. Very often they forbid 
their workers to undertake work outside the enterprise. (In most cases this 
is not a realistic possibility because the wrvrere' «iii can be utilized only 
with the industrial enterprise's equipment and special materiais, and within 
the technological process. ) 


3. Instead of the presumed and hoped for internal reorganization, the follow 
ing has happened: for the time being the iarge-scaie pliant has transformed 
the VGMK's into its own image and has forced them into the hierarchic syste 
of the division of labor, dictated from above. I could cite numerous exampies 
to iilijustrate this, ranging from refusal to allow the formation of VGMK's when 
the enterprises felt they were unnecessary, to prescribing that an enterprise 
inspected work log be kept showing also the number of hours the members of the 
VGMK's worked. The VGMK's--in their present form—<are preserving the given or- 
ganizational structure, rather than altering it. 


It has become fairly obvious that also the anticipated process of duality has 
failed to evolve within the framework of the given economic mechanism, and that 
the VGMK's do not promise to become the vehicies of change, at least not under 
the limited possibilities of economic activity. 


Then what bave the VGMK's nonetheless achieved? 
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1. According to the statistics on activity, gost (55 percent) of the VGK's 
are engaged in industrial activity; 20 percent, in inteliectwal activity; 4 
19 percent, in construction activity. 


The construction VGMK's should be listed first already because they have best 
met the expectations attached to VGMEK's. Many of the construction VGMK's, ai- 
though mot all, are joint businesses of the enterprise and its workers: the 
workers Gd construction wrk sgainly on Saturdays and Sundays, using the eter 
prise’s machinery and equipment (for which they pay rent!), and they also help 
to suppiy the unaiterabiy great demand for building repairs and msainteance. 
The gany bepefits of their activity include the fact that they are supplying 
real personal demand, absorbing mostly the population's purchasing power. 


Most of the VGMK's engaged in intellectual activity--the ones formed at re- 
search, development, planning and design institutes--likewise work for outside 
customers. Although the interests of the institutes as the "parent estabdiish- 
ments*® could raise various doubts (for example, the operation of VGMK's might 
be one of the arguments in favor of preserving the present iarge size of the 
institutes), in the absence of VGMK's it is indisputable that many programs, 
of importance elsewhere, would be rejected. 


The VGMK's engaged in industrial activity Gd mgostiy engineering wrk, but they 
undertake many different kinds of work in aii areas of the economy, ranging 
from the processing plants of state farms to bus terminais, and from hospitals 
to barber shops. It seems that the ohronic shortage of speciaiists in many 
trades, and the shortage of parts that are relatively easy to produce, can be 
be bridged fairly simpiy in this manner: by having a few dozen workers put in 
extra work gore freely than through overtige, on which there are ligits. 


At industrial epterprises--acocording to estimates--about 40 percent of the 
VGMK's are operating in the principal production processes, on fuifiiiing the 
planned (occasionally export) programs. About 50 percent of them are providing 
production services (ranging from msaintemance to janitorial services), often 
replacing outside cooperation at half the cost. About 10 percent of the VGMK's 
are engaged in intellectual activity. 


VGMK's have been formed sporadically for activities not pursued previously at 
the enterprise (to utiiize scrap, for example); VGMK's formed to pursue ao- 
tivities not for their own enterprise but for outside customers are even rarer. 


The VGMK's engaged in industrial activity--together with all the contradictions 
of this form and the occasionally probabie irreguiarities regarding working 
hours and pay--significantiy reduce the disruptions of economic operation and 
alleviate the shortages and the ripple effects of the stresses. (Unfortunate- 
iy, the benefits of smoother operation and ioss avoidance are at best percepti- 
ble but not measurabie. Uniike the outflow of purchasing power which oan be 
traced down to the last forint. And specificaiiy bDecause it is measurabie, 
this outfiow of purchasing power could become the argument that carriers more 


weight.) 


2. Qur investigations show that at industrial @mterprises the VGOMK's usually 
have been organized from among the best and most reiiabie wrkers. If I were 
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to describe the gost common type of VG member, his characteristics could be 
summed up briefly as follows: «a skilled worker about 80 years oid; 17 or 18 
years with the exterprise; in the above-average income group bDecause his base 
pay--commensurately with his age and vocational experiemce—-is higher to begin 
with; with overtige, target bonuses and 4 moonlighting contract, his earnings 
were at least 1.5 times the average at his enterprise. There is of course a 
greater variety of types, but up to sow we have found this one the most typi- 
cal. 


Had “old guard" not acquired a differa@t connotation over the years, this is 
what I would prefer to cail the typical membership of the VGMK's at industrial 
@iterprises. For want of a better name, I wiil refer to them as the vanguard 
of the enterprise's wrkers, the ones on wnog the quantity and quaiity of pro- 
Guction depended the most aiso in the past. 


This vanguar provides excellent examples of work organization, and its per- 
formance is recognized as outstanding. Over and above the high performances 
based on these select workers’ knowledge, experiepce and willingness to wrk, 
the most important iesson to be drawn from their activity is their readiness 
and abiiity to organize their wrk independemtiy. This trait certainiy should 
be given wider room to unfoid aiso Guring their regular working hours. 


Among the concerns there is one that I find warranted: in the country's pres- 
@t economic situation, the outfiow of purchasing power 1. excoss of the pian. 
On the basis of the data now availabie, however, we are unable to reliably pre 
Gict the extent of this outfiow, just as we cannot foresee the development of 
SO many Other phemomema. The outflow of purchasing power could be curbed by 
restrictions on the VGMK's, but what we would gain thereby probably would not 
be worth the recurrence of economic disruptions and shortages. 


Dominant Form, Typical Behavior 


So far there are two conciusions to be drawn from the statistics and scoicec- 
nomic characteristics. (1) Of aii the forms, the VOMK is the most widespread; 
it was meant to be the joint dusiness of the enterprise and its wrkers, but 
in practice it functions mostiy as a iabor brigade. If we inciuce here aiso 
the speciaiized industrial and service cooperative groups with their very ,sias- 
jar characteristics (Gyorgy Varga called attention to their simiiarity), 

them the two together account for 63 percent of the number of new smaii busi- 
nesses, and for 79 percent of the total membership. (2) Instead of etrepre 
newrial behavior, employee behavior has remained typicai: several tens and 
thousands of peopie--mostiy inteilectuais and skiiied wrkers--are offering 
their working power, Knowledge and spare time in iegaliy institutionalized 
fora. 


The above characteristic is typical of practically all members of the new smaii 
businesses, with the exception of the small companies, subsidiaries and smaii 
cooperatives because in this respect they are piaces of principal employment. 


As yet we can serely guess the reasons as to why oniy this guch has bem reai- 
ized of the changes that were expected to provide a breakthrough. in addition 
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to the seemingly simple explanations, several circumstances that have been 14 
pointed out in the research resuits of others and my own provide some hints. 

I refer to three circumstances that gutually reinforce one another: employee 
behavior, society's acceptance of small businesses, and the development of the 
economic conditions of their operation. 


Baployee Behavior 


The intention to seii one's labor power, which does not involve any change in 
the individual's social status, is the well-known, traditional employee iifre 
strategy. Income from additional work performed at the expense of spare time 
has always piayed an important role in improving the individual's living condi- 
tions, and this is no different even today. (At a conference held last spring, 
Gyorgy Szepesi analyzed with outstanding sociological perception the tradition- 
al forms of additional work common in the various strata and groups within the 
working classes, and the circumstances that perpetuate this option, which often 
becomes a necessity. Especially young people are forced to undertake extra 
wrk, if available, so as to save for an apartment, rurniture or to have a ran- 


ily.) 


Although we still iack meaningful information on the iiving standards and ob- 
jectives in iife of the members of smail businesses, some modest da*a already 
are available. There have been not one but ty nationwide sample surveys of 
incomes earned outside regular working hours. From the viewpoint of our sub- 
ject, on this occasion I wiii point out only one reiationship: the proportion 
of workers undertaking extra work. The resuits of the two surveys agree. The 
representative sample included 1,500 persons of wrk age. According to the 
resuits of this survey, 55 percent of the skilled workers, 3S percent of the 
semiskiiled workers and 47 percent of the unskilled workers did some kind or 
extra work, at or outside their regular place of employment, and occasionally 
at both piaces. 


In the second sample survey, of young workers, the proportions of those who did 
extra work to supplement their income was 30 percent at their regular piace of 
employment, and 26 percent outside their reguiar piace of employment. Overtime 
was the gain form of extra wrk at the reguiar piace of employment. Of the re- 
spondents who undertook extra work outside their regular piace of employment, 
55 percent did wrk corresponding to their vocational training. (Neither sur- 
vey inquired into how guch time was spent on extra work, whether 10 or 100 
hours @ gonth, nor into how guch was earned.) 


We are unabie to estimate as yet by bow guch the smail businesses have widened 
the circle of those who convert their spare time into paid working time, es- 
pecially within the other social strata. In our experienoce-for the time be- 
ing it is sporadic and applies mostiy to VGMK's--the members joining the coi- 
lectives come primariiy from the same circie: from among those who did extra 
work aiso in the past. Our case studies of exterprises, and a few data from a 
national survey, conducted by the ABMH [State Office of Wages and Labor Affairs) 
indicate this. On the other hand, many of those who regarded their extra in- 
comes as adequate (m@ostiy persons who farmed household pilots) refused to join 
VOMK's. (Of the 41 percent who decided not to join VGMK's, 15 percent gave 
adequate extra income as the reason.) 
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A substantial proportion of those who strive to utilize their working capacity 
have not been, and probably will not be, interested in anything other than 
earning extra income. Their financial objectives also indicate this. Of the 
about 160 VGMK members who personally answered the ABMH questionnaire, 35 were 
working for a house or apartment, and the majority simply wanted to maintain 
the family's standard of living. (This of course covers a wide range of per- 
sonal situations and objectives: from the compulsion of the mother who must 
raise her chiidren alone, to preserving the accustomed, comfortable iife- 
style.) Only three of the respondents wanted to buy or keep a car, which in- 
dicates that the majority wanted to do extra work so as to supply fairly essen- 
tial needs. 


Our samples included only VGMK members, and none was representative by strict 
Statistical standards. I nevertheless feel that also our everyday experience 
adequately confirms that the financial objectives were common and probabie in 
the answers obtained from members of VGMK's at the most diverse economic 
organizations in every megye. 


Income strategy also indicates that employee life strategy is common. Although 
some VGMK members would be wiiling to work day and night for extra income, most 
of them want to earn in the VGMK only as much as they were earning in extra 
work outside the enterprise. We encounter also VGMK members who, in exchange 
for the advantages of doing extra work within the enterprise, are satisfied 
with earning less than what they were earning in extra work outside the enter- 
prise. In other words, it may be assumed that a substantial proportion or 
those who are participating in small business, and in VGMK's in particular, are 
interested in the possibility of earning extra income only if they regard the 
extra income as adequate for themselves and are able to earn it without eny 
change in their social status. 


Among the persons active in other forms of small business, only those changed 
their social status whose circumstances--primarily pressure from the immediate 
environment at their workplace--compellied them to do so. Very few gave up 
their employee status to become self-employed businessmen because they found it 
attractive. However, their decision to leave their jobs in the socialist sec- 
tor was not made any easier by society's hesitant acceptance of small busi- 
nesses. 


Social Acceptance 


Two public-opinion surveys were conducted to determine how the pblic felt 
about smaii businesses. Both surveys took place in the early months or 1982 
(the youth survey began already in December 1981), at a time when the pubiic 
was barely able to perceive that something was happening. It is typicai or 
both surveys that a significant proportion of the respondents, on the basis of 
their knowledge at that time, identified small business mostiy with private 
artisans and private taxis, or with managing stores and restaurant under con- 
tract. In other words, the respondents assumed that private-sector businesses 
would be formed. It is the more notewrthy, therefore, that 52 percent of the 
young people surveyed said that they too were interested in some kind of small 
business and, among the others, 24 percent thought that many people would be 
interested. Among the young people, 58 percent feit that small businesses were 
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compatible with socialism. Most of them believed that small businesses (in 
their sense) would help to solve the economy's problems, and to improve ser- 
vices and the level of supply. 


In the survey of adults held four months later, 92 percent of the respondents 
felt that the smail businesses would have a favorable effect. Most of the re- 
spondents expected the smali businesses to improve supply and services, and to 
broaden the assortment. (However, few of the respondents assumed a meaningful 
improvement of the situation, i.e., a significant alleviation of shortages, 
competition to win customers, and iower prices for services.) 


According to the data, then, public opinion did not reject small businesses but 
welcomed them, assuming that their operations would improve living conditions. 


However, the members of the formed small businesses encountered not "public 
opinion® in general, but the response of their immediate environment. How 
they were received depended first of all on their organizational form. In my 
experience, the new forms of smaiil business within the system of socialist or- 
ganizations--the small companies, subsidiaries and small cooperatives--did not 
evoke any particular interest. Actually, only the members of the private- 
sector forms--i.e., of the PJT's and MGK's--and also of the VGMK's--although 
they hardly are private businesses--experienced the not very cordial reception 
by their immediate and broader environments, the many smail offices, bosses 
and co-workers. 


During the nearly two years past, I have become acquainted with many PJT's and 
GMK's engaged in various activities. Practically every one of them seems to 
have had a previous iife. Many of them tried to find a legal framework even 
then: they obtained artisan's iicenses and the sponsorship of general consumer 
and marketing cooperatives, or found an agricultural cooperative that accepted 
them as an ancillary. Others, individually or in groups, simply operated with- 
out a license. When an opportunity arose, they legalized their activity in 
one of the earlier compulsory forms that was suitable. 


Thus aii those who have founded PJT's or GMK's are simultaneously a stratum 
Willing to abide by the state's legal system, uniike those who have remained 
outside the offered framework of legality and continue to operate without a 
iicense and are thus evading taxes on their income. Yet, specifically those 
who have gladly accepted the framework of legal activity (and I could quote 
from many interviews showing how strongly they prefer to operate legally), and 
who thus have reinforced society's relations of authority by expressing their 
intention to comply voluntarily, often round themselves confronted with rejec- 
tions of the kind they never encountered when they were operating without a li- 
cense. 


While experiencing the utmost personal support at many central agencies, they 
often came into conflict with their immediate environment at their place of em- 
ployment or with their potential customers, and they frequentiy encountered ail- 
so the aversion of workers at higher-level organizations. The expressed or un- 
saii antipathies to unlicensed operators, and the prejudices fostered for de- 
cades (although subsiding in recent years) sprang forth. The passion of the 
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stubbornly persisting stereotypes is being nourished by assumptions of unscru- 
pulous profiteering and of wanting to get rich quick. Occasionally the anti- 
pathies hardened into conflicts that could not be resolved, and in such cases 
the founders of PJT's or GMK's were forced to resign from their jobs. The 
potential customers--the industrial enterprises, for examplie-—-stiil turn thes 
away fairiy frequently, saying "we do not work with the private sector." 


Over and above the conflicts which most of them have experienced directly, oc- 
casionalily the founders of PJT's or GMK's encounter also the pouting of the 
Model Soldiers who feel that these rorms only aggravate the economy's many 
disturbances. (Although, if I understood him correctly, Sandor Erdelyi had 
only the VGMK's in mind even when he spoke of small businesses, PJT's or 
GMK's.) But since the differences are the mre definitive regarding social ac- 
ceptance as weli, for the time being iet us stick to the private-sector smail 
businesses. Because the stereotype prejudices, often with a dogmatic ideoilogi- 
cal background, have intensified primarily against these small collectives that 
are seeking customers for their goods, services and capacities, i.e, are seek- 
ing their niche in the functioning of the economy. It is not surprising that 
the assumption of a serious mode of existence and life-style based on honest 
work, and the acceptance of the material and moral recognition due to special 
knowledge and skill or to special burdens (long hours of hard wrk, sacrific- 
ing one's Saturdays and Sundays, etc.) are essentially absent among these 
stereotypes. And perhaps it is iikewise not surprising that the prejudices and 
doubts have taken root in the mentality of members of specific social groups, 
rather than of the "public." According to the mentioned sample survey, young 
people felt that "whoever works hard deserves to earn much." Many of the young 
people argued, with aduit reasoning, that "the tax system would not iet anyone 
get too rich.* 


For those concerned--and they obviously are also more sensitive to rejection by 
their immediate environment--the unfavorabie judgments would at most be dis- 
couraging if they were not burting also business opportunities and efforts to 
win customers. But this way barriers are being erected to the conditions of 
their existence, and aiso to their anticipated role in the functioning of the 
economy. Not much has been done so far to rectify the social status of smaii 
businessmen, to change the value judgements that are based on certain dogmas 
but have become obsolete from the viewpoint of socioeconomic development, and 
to resoive the self-contradicting views that tolerate the second economy but 
reject legitmate smaii businesses. Jeno Andics is right: poiicy up to now 
has treated the question of small businesses only pragmaticaily (which I re 
gard as no smaii achievement), but this is no substitute for "exacting ana- 
lysis of ideological chalienges.* For without such analysis--specificailly 
in the mentality of the strata that infiuence the opinions of others the 
most--there is only an increase of the number of unanswered questions, whiie 
the old answers-~likewise in the defense of socialist vaiues--freely fiow 
through the nonpublic channels of communication. To dispel the mistrust, or 
course, it is essential that the new organizations function properly, and that 
their members observe the socialist values and norms of conduct. I find that 
the majority of those who have opted for operating liegaiiy regard this ob Jjeo- 
tive as quite natural. Of course, specifically the mistrust might motivate the 
new organizations to avail themselves also of opportunities regarded as tempo- 
rary, which would increase suspicion of them. Unless dispelled, mistrust wiil 
necessariiy lead into a blind alley. 
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Initially, the members of VGMK's were, and in some place still are, accused or 
obtaining income by trickery, in the same way as the members of PJT's or GMK's. 
But since a VGMK operates before the entire enterprise, and coworkers directly 
see that usually the members observe strict discipline, work hard and sacrifice 
practically their entire spare time, the malicious assumptions and attacks 
have gradually been disarmed. (In some places, the VGMK members themselves 
also have contributed to the relaxation of tensions, by voluntarily limiting 
their incomes, for exampie. We saw that the VGMK members with the highest in- 
comes exercised seif-restraint and decided that their total income from the en- 
terprise--their regular wages plus earnings from extra work in the VGMK--should 
not exceed 10,000 to 13,000 forints, a level which they felt was frair and would 
not offend reiiow workers at the enterprise. It would be worthwhile to expiore 
the income strategies more thoroughly because they are aiso indications of the 
imagined or real social values’ acceptance, and of instinctive or conscious 
compliance with society's norms, which can be very revealing of how consensus 
is developing within our society.) 


It appears that today the VGMK's--and their parent enterprises in particular-- 
are concerned about the recurring threats of changes in the conditions, rather 
than about the immediate environment's opinion. (For example, they fear a de- 
cree ordering that VGMK's may be paid only from the wage fund.) 


Economic Conditions of Operation 


One of the frequently mentioned expectations is that the small businesses, by 
virtue of their flexibility and adaptability, wiil compel the large organiza- 
tions to compete. This too might occur eventually. For the time being, how- 
ever, the smaii businesses are struggiing with the everyday probiems of their 
operations. 


From the viewpoint of access to the resources necessary for operation (money, 
Capital equipment, materiais and iabor), the private sector--among the new or- 
ganizations, the PJT's and MGK's belong to it--obviously maintains a quaiita- 
tively different relationship with macroeconomic management than do the sub- 
ordinate smali and large organizations that belong, organizationally and 
through their appointed directors as well, to macroeconomic management's hi- 
erarchical system of organizations. 


Actually, one of the objectives in aliowing the frormation of smail businesses 
has been to have them determine the sphere of their activity independentiy and 
free of any subordination, to find the demand for their goods and services, 
and to decide whether to switch to something eise or wind up when the demand 
drops. Thus their operations faii within a zone that macroeconomic management 
by the state does not cover, although many of the economic environment's given 
conditions circumscribe this zone. 


The state does not provide starting capitai for the formation of smail busi- 
nesses other than smaii companies and subsidiaries; the members themselves 
must provide the starting capitai, from their own financial resources. ( Excep- 
tionally banks and innovation funds wiil provide capitai for an interest in 
the capital-intensive production of products that offer very favorable market- 
ing opportunities and usuaily are based on inventions or patents.) 
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However, the experience of the past two years indicates that of the PJT's and 
GMK's, which presuppose meaningful initial capital shares, primarily the ones 
requiring iittie or no initial capital have been formed. 


Cn the basis of activity we must conclude that only the organizations engaged 
in industrial activity (27 percent) and construction (14 percent) require fri- 
nancial investment; in the case of intellectual and other activities (60 per- 
cent), intellectual capital usually replaces financial capital. 


Where more money would be needed-—-even if only temporarily--for operation, in- 
stitutionalized credit financing is rather hopeless for the time being. With 
the exception of a few special cases--shared interest in the production and 
marketing of products based on inventions, for example—-credits have not been 
available for most of the private-sector businesses engaged in routine sup- 
piier-industry activities, because no funds were set aside for that purpose. 


In many countries the large enterprises are aiding the establishment of smail 

plants, by transferring machinery, equipment, production technologies, etc. to 
them. Occasionaliy the state aids them, by providing starting capital and of- 
fering tax concessions. We have been unable to solve even their credit frinanc- 


ing. 


The smaii businesses have been granted a considerable benefit to ensure the 
conditions of their operation, by being allowed to form a development fund from 
their profit before taxes. We find that the smail businesses, especially the 
ones engaged in industrial activity, are making extensive use of this benerit. 
But even if the intentions to invest and buy machinery are there, the underde- 
veloped trade in capital goods and the limited supply will pose nearly insur- 
mountable obstacles to the realization of these intentions. The prices of new 
machinery are unaffordably high for a new smaii business; and the supply of 
used machinery is insignificant because the potential sellers, the large enter- 
prises, are holding on persistentiy even to machinery that has been depreciated 
completely and has stood idie for years. (An analysis of the stock of frixed 
capital in industry shows that in 1976-1982, while the stock of fixed capitai 
grew essentially eveniy despite the curtailment of investments, the aiready 
iow 0.6-percent rate of the fixed capital's retirement sanPPes to 0.2 percent, 
but the proportion of retired machinery was even iower.) 


Also the renting of machinery could be a solution. Many of the smaii busi- 

nesses would prefer to pay rent for the occasional use of machinery, rather 

than buy expensive machines. Despite sporadic initiatives, however, renting 
opportunities have yet to be developed systematically. 


Amidst the permanent or occasional shortages of various production materiais 
that arrect even the iarge enterprises, the small businesses are at many times 
greater disadvantage, due to their position as weil as their size. 


Among the resources necessary for operation, manpower is the one in whose ac- 
quisition the smaii organizations are unquestionably in a more advantageous 
position than the large enterprises. Primariiy because the smail organizations 
are not interested in expanding their work force merely to have a larger one; 
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whenever possibile, they want only the spare time of their present and future 
members, and it is a rairiy abundant source of supply. 


The relationship between the small organizations and the environment that re- 
ceives their outputs seems to be more harmonious than on the input side. Al- 
though each month a dozen or two of the smaii organizations cease, most or 
them rind customers for their goods and services, already because so far very 
few small organizations have been formed in comparison with the unsatisfied 
demand of the population and production. 


However, the market is much smaller than it could be, for two reasons. First, 
the tax system compeis the small organizations to hold dack their production. 
It bas been a practice of long standing among private artisans to suspend 
their operations during a certain period of the year, in order to avoid rali- 
ing into a very progressively taxed income bracket. This phenomenon has now 
manifested itseif even at the smaii organizations whose products are very much 
in demand. The approximately &-percent tax rate on annuai incomes of over 
200,000 forints, introduced to iimit personal incomes, is limiting also pro- 
duction. 


Secondly, acceptance of the small organizations by public institutions and 
state enterprises in particuiar iikewise iimits the market. In the course or 
our investigations, we heard of numerous cases of strengthening relations pro- 
viding mutual satisfaction, but also of rigid refusal. Among the many reasons 
for the negative attitude of the state enterprises and institutions--sucb as 
fear of perhaps being cailed to account later on--the most important, I think, 
is fear of possibie corruption. Wot only because there are always people wiill- 
ing to offer a bribe to get a good contract, but also because the temptation 
might increase as relations between the two spheres expand. The more so be- 
cause the market is created unavoidably through personal contacts. Adam 
Smith's "invisible hand® that balances supply and demand means reali and tangi- 
ble, familiar hands that heip to estabiish the contacts. And indeed, what 
guaranty is there that these hands wiii remain ciean? As evident aiso from 
the big international bribery scandais, the right against corruption is diffi- 
cult everywhere in the worid. However, the expansion of business relations--to 
consider as many bids as possible--seems a more promising method than their 
curtaiiment. 


In reiations between smaii and large organizations, the large enterprises’ be- 
havior is the decisive. Their willingness to deal with smaii organizations is 
a prerequisite for the development of sorely needed supplier industries, and 
also an encouragement for the formation of additional smail businesses. 


A summary of the conditions of operation indicates two important chars 
tics. 


First, so far the socioeconomic environment has provided only modest incentives 
to operate the established smail organizations and to form additional ones; 

the environment's given conditions have significantiy narrowed the opportun- 
ities that the regulations provide. The status of smaii businesses within so- 
ciety is of uncertain vaiue; often their operations are suspected rather than 
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encouraged. The conditions have not yet been ensured in the economy that 
would emable it to integrate the small businesses. 


Secondly, due in part to the rirst characteristic as well, the new economic or- 
ganizations are cautious and mistrustful. Unquestionabiy mistrust is the 
underiying reason for the hesitant investing and the retention of jobs. This 
is natural behavior, stemming in part from past experience. The generations 
are stiii living that witnessed the losses of livelihood Duiit during a iifre- 
time or through the work of past generations, the closing of smaiil shops, and 
the obsolescence of special skills and production know-how. For the time be- 
ing, the present experience is not enough to dispel this mistrust. In the 
measures introduced so far to aid their operations, the smail businesses are 
not yet able to perceive sufricientiy the guaranties offering them a secure 
livelihood. 


The present small businesses would like to hope, but undisturbed experience 
over a longer period of time is necessary to strengthen their trust. Every 
action to improve the economic conditions of smaii business operations would 
aiso reinforce their trust. 


Economic Role 


One could be enthusiastic and, referring to the 10,000 smail businesses, speak 
of Hungarian society's wonderful economic adaptability. Or, referring to the 
same small businesses, one could nod in sympathy with the Model Soldier's trag- 
ic outbursts. I think that we do not have any reason to do eitner. Something 
has indeed started, but for the time being we are stiii far from the antici- 
pated resuits. 


Although there has been some change in the area of broadly interpreted ser- 
vices, the new organizations can hardly ciaim any credit for it so rar. In re 
taii trade and catering, the leasing and contracting introduced eariier--i.e., 
the individual [as opposed to collective] forms of smail business arrested, at 
least for the time being, the previous steady deciine of the situation. In 
trucking and passenger transportation, mostly by increasing the number of pri- 
vate artisans, we have succeeded-—-at ieast in Budapest--in developing a supply 
that better meets the demand. The number of artisans has begun to increase in 
other trades as weli, although nearly 40 percent of the active artisans are 
mooniighting or part-time artisans. However, merely a modest minority of the 
artisans operating under the new forms of association have been attracted to 
the shortage areas of retailing and services. 


Uniess the wiiilingness and incentives to operate smaii businesses increase, we 
Will not be able to expect for some time any meaningful contributions from the 
new organizations toward the aileviation of shortages, specificaiiy in the 
areas that are the most important from the iiving standard's point of view. 


No perceptible change has occurred, nor can any be expected for the time being, 
in industrial production's activities and system of organizations. Although 
the two-way process--spiit-orfs of some subdivisions of the large enterprises 
and trusts, ordered from above, and the estabiishment of smaii businesses--has 
altered somewhat the internal proportions of the notoriously overcentraiized 
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system or organizations, the ousinesses being rormed around iarge-scaie indus- 
try are stiii so sporadic that, ror the time being, it is iiiusory to speak or 
sateiiite enterprises serving iarge-scaie industry and the emergence or tne 
suppiier industries’ activities. Aithougn nobody expects rapid changs, the 


rate of change up to now does not promise any meaningful improvement. 


Nor have the probiemgs of empioyment diminished. A pressing manpower shortage 
and rear that the work force wiii ieave are the concerns primariiy or iarge- 
scaie industry and, territoriaiiy, of the economic units operating in Budapest 
and the larger provincial industriai centers. At the cpposite pole there 18,5 
the problem of unemployment and iack of job opportunities in several megyes. 
By organizing VGMK's, the iarge industrial enterprises have alieviated cconsi- 
derabiy their manpower shortages. According to our investigations, they are 
suppiying successfully their manpower requirements from various sources: over- 
time, mooniignting, roreign iabor, rarmed—out production, and VGMK's. (Here 
they had an incentive to reduce their wrk rorce by 3 percent a year, because 
the wages of the departing wrkers couid be used to increase the wages of the 
remaining ones.) However, the VGMK's provide more wrk for the existing work 
rorce, and therefore they do not create new jobs. Speciricaiiy ror this rea- 
son, the megyes with persistent unemployment probiems have not encouraged, and 
some have even banned, the formation of VGMK's, to avoid ietting some wrkars 
work and earn more, while other workers have no work at aii. As we very weii 
know, none or the other organizationai forms has caused a migration of iabor, 
but it bas not created any new jobs either. The rormation of smaii bdusi- 
nesses is sporadic speciricaiiy where they are needed the most: in Szaboics, 
Vas and Szatmar megyes, for exampie. This indicates the iack of a more vigor- 
ous, demand-generating economy tmat is a prerequisite ror the rormation or 
smaii Dusinesses. 


Economic difrfricuities are not conducive anywhere to the consolidation of exist- 
ing smaii DuSsinesses and the formation of new ones. But our domestic economic 
conditions cam stiii be improved considerabiy. The smaii Dusinesses today nave 
dittie or mo capitai not oniy dDecause they have been formed rairiy recentiy, 
but aiso Decause of the socioeconomic conditions. And they are based essen- 
tially on rpare-time wrk. For the time Deing, this is typical of their eco- 
nomic role as weii. 


FOOTNOTES 


1. Since the articie by Andras Hegedus and Maria Markus ("Smaii Businesses 
and Sociaiism, KOZGAZDASAGI SZEMLE, No 9, 1978), this idea nas been ex- 
pressed repeatediy. See, for exampie: Gabor Havas, "Personai Savings and 
the Financing of Production,*® GAZDASAG, Wo 2, 198; and Mrs Faius nee 
Kataiin Szikxra, "On Getting Rich," KOZGAZDASAGI SZEMLE, Mo 11, 198. 


2. Data of the Finance Ministry's Chier Directorate or Controi. 
3. At least in a reiative sense. The statutory reguiations do not iimit the 


size of the subsidiary, PJT, and speciaiized industriai or service cooper- 
ative group; they could have as gany as 1000 members each. Regarding the 
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4. 


5. 


7. 


9. 


10. 


11. 


12. 


13. 


size of small companies, the statutory reguiations say oniy that smaii 
companies “usuaiiy have a smaiier work force than the enterprises pursuing 
Simiiar activity nave." Smaii cooperatives come under the same consider- 
ation. Qniy toe membership or the GMK's and VGMK's is iimited to a maxi- 
mum of 30 sembers each. 


In the opinion of Tamas Sarkozy, “from an organizational viewpoint, one 
can only applaud that most smaii businesses have been rormed on the Ddasis 
or social owership, contrary to economic policy's original hypotnesis.* 
For he assumes that "the bulk of the smaii Dusinesses wiil develop bDuiit 
into the socialist enterprises’ internal mechanism .... This wiii open 
@ new road for the enterprise's internai seif-organization." ("Syste 
Anaiysis Contributions to the Reassessment of the State's Economic Roie,* 
VALOSAG, Mo 10, 1983.) 


Among the definitions of modern businesses, the gost common is the one ee 
pioyed by J. Schumpeter (see "Entrepra@aur® in "Handworterbuch der Staats- 
wissenscharten® (Concise Dictionary of the Poiiticai Sciences], 4th re- 
vised edition, Voi 8, Jena, 1928, pp 476-4387). He borrows his basic 
statements from Max Weber. (Cr. M. Weber, "“Gazdasagtortemet. Valogatott 
Tanuimanyok® [Economic History. Selected Papers], Pubiisning House for 
Economics and Law, Budapest, 1979, "Conceptuai Introduction," pp 922; and 
"Gazdasag es Tarsadaiom. Szemeivenyek* [Economy and Society. Seiec- 
tions], Pubiishing House for Economics and Law, Budapest, 1967, pp 125- 
136.) 


Data from the Statistical Department of the Trade Union Sociai Insurance 
Center. 


A 1962 questionnaire survey of members of tne Cnamper or Commerce Smaii 
Business Section. Mimeograpned report. 


Sandor Erdeiyi, "What a Modei Soidier Is Unabie to Comprenend," Parts 1 
and 2, VALOSAG, Nos 6-7, 1983. 


Istvan Csiliag, “Basic Features of the New ‘Enterprise’ Organization,* 
VALOSAG, No 7, 1983. 


Sandor Erdeiyi, op. cit. 


I. Kailasz and Gy. Szepesi, “A Kisuzemi Gazdaixodas Uj Formai® (|New Forms 
for the Operation of Smaii Piants], Kossuth Publishing House, 1983, p 116. 


In their articie entitied "Workers in the Labor Market,* Gabor Kertesi and 
Gyorgy Sziraczki use the term "“eiite workers" ror what I refer to as the 
"vanguard." I feel that the distinction is important because those whos 
I would iist among the elite, on the basis of their positions and incomes 
at the enterprise, are not member or the VOMK. (VALOSAG, Mo 7, 1983.) 


Gyorgy Varga, “The Smaii Business,* VALOSAG, Mo 9, 198. 


45 





14. 


15. 


16. 


17. 


18. 


19. 
20. 


21. 


1014 
CSO: 


Since its formation, our group at the Labor Research Institute has been 
studying smail businesses, with special attention to the relationship be- 
tween the new forms of smail business and the socioeconomic environment. 
During the two years, we prepared many analyses, and detailed case studies 
of the operations of GMK's and VGMK's. 


Gyorgy Szepesi's paper at a conference sponsored by the OVK [National Man- 
agement Training Center]. ("New Types of Economic Organizations," May 
1983.) 


Cr. Robert Tardos, “Types of Behavior in Family Househoids,* KOZGAZDASAGI 
SZEMLE, No 1, 1983. Also Iidiko Szabo, "Data and Views on the Prospects 
of Small Businesses," Press and Public Opinion Research Section of the 
Youth Publishing House, Budapest, 1982. 


In the spring of 1983, the Territorial Department of the State Office of 
Wages and Labor Affairs, in cooperation with the labor affairs staffs of 
the megyes, gathered data on at least three economic organizations with 
VGMK's per megye. At the same organizations, three workers who were VGMK 
members, and another cthree who were not members, were requested to answer 
the specified questions. Report: "Experience of VGMK Operations, With 
Special Attention to the Possibie Contradiction Stemming From Differences 
in Remuneration," Territorial Department of the State Office of Wages and 
Labor Affairs, May, 1983. 


The results of the youth survey are contained in Ildiko Szabo's cited 
work. The survey that the Public Opinion Research Section of the Mass 
Media Research Center conducted in April 1982 is described by Katalin 
Farkas in her study entitled "Public Opinion on Small Businesses" (Buda- 


Jeno Andics, "Policy and the Economy," VALOSAG, No 7, 1983. 


Pal Fust, "Situation Report on Industry's Stock of Fixed Capitai,*® 
FIGYELO, 1 Sep 83. 


The gap between the present and the necessary rates of change in trans- 
forming industry's structure based on enterprise size is evident from the 
international comparisons by Ivan Schweitzer and Pal Pozsonyi: the Hun- 
garian economy would need several tens and thousands of small organiza- 
tions to invert onto its base the present pyramid of organizations. Cf. 
Ivan Schweitzer, "A Vallalatnagysag" [Interprise Size], Pubiishing House 
for Economics and Law, 1982, p 130; and Pal Pozsonyi, "Hungarian 
Industry's Structure of Interprises," doctoral dissertation, 198, in 
manuscript form. 


"Manpower Management. Balance and Shortage," an interview with Jozsef 
Rozsa, department chief of the State Office of Wages and Labor Affairs, 
FIGYELO, 9 Jun 83. 
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RESULTS OF INDUSTRIAL REORGANIZATIONAL EXAMINED 
Budapest FIGYELO in Hungarian No 32, 9 Aug 84 p 3 


[Article by Katalin Gyurak: "Economic Operation of the Reorganized 
Enterprises" ] 


[Text] Im recent years the central authorities initiated the elimination 
of some trust organizations and the break-up of the so-called large 
"factory conglomerate” enterprises, making the former factory units 
independent, in order to make the economic operation more flexible and 
improve competitiveness on the foreign markets. 


As a result of the measures aimed at modernizing the enterprise organization 
system there were 12 fewer trusts and 4 fewer major enterprises operating 
by the end of 1983 than 4 years earlier. Due to the effect of the 
reorganizations the organizational framework of over 300 enterprises were 
modified, and more than one-third of those operating under changed 
conditions are operating in the small enterprise format. The small 
enterprises formed by the decentralization of the GELKA [Electrical 
Maintenance Enterprise of the Machine Industry] and AFIT [Industrial Trust 
for Auto Maintenance] were tranferred from the ministry's control to 

the council sector. The 1983 decentralization process affected most the 
industrial enterprises and within this even those in the machine industry, 
while in the previous time period the number of enterprises in the food 
industry increased. 


Due to the effect of top level decisions in the last 4 years changes 
took place in the organizational framework of export-oriented enterprises 
with relatively low efficiency and high wage levels. 


The enterprises which were made independent by the end of 1983 had a 
significantly larger share (16.2 percent) of the total net resources of 
the affected branches in 1979, than of their results (8.8 percent) In 
1979 the net results of the decentralized enterprises compared to their 
resources only barely exceeded one-half of the average enterprise profit- 
ability. 


The wage level of enterprises reorganized 4 years ago (they employed over 
340,000 workers) in 1979 exceeded the average by about 10 percent, by 
4,500 forints on the annual level. 
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Number of Enterprises Affected by Reorganization of Enterprise Structure 
and Type of Reorganization by Branch of National Economy, Chronologically 
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Notes ( ) number of dissolved trusts in parentheses 
+ the size of one of these industrial enterprises increased in 1981 


* the data in the table contain certain overlaps, since reorgan- 
ization of three enterprise required several years. 


Key: 1. Industry 8. Together 
2. Construction Industry 9. Enterprise Size Reduced 
3. Transportation 10. Member Enterprise of Trust 
4. Commerce Became Independent 
5. Services ll. Factory Unit Became Independent 
6. Total 12. Organized as Small Enterprise 
7. Eliminated Economic Ope ‘. All Together 





In the first year of their becoming independent the enterprises took 

steps affecting every area of their economic operation to increase their 
efficiency. There were many kinds of steps taken in the interest of 
holding on to the convertibly accounted export market and finding new markets. 
Thus, for example, the Ajka Glass Factory made quality control of its 
products more strict and also precisely observed the delivery deadlines 

in order to counteract the unfavorable effects of the market changes. The 
results of these measures was that the enterprise did not lose its old 
customers and even obtained new ones. The Budapest Canned Goods Factory 
successfully modified its product structure in adjusting to the market's 
demand. At the Kecskemet Canned Goods Factory the change in technology 
resulted not only in market expansion but also in energy savings. 


According to the experiences of financial and economic control the 
enterprises made independent created various cooperative formats in order 
to achieve their goals of increasing efficiency, or to improve the quality 
of raw materials and ensure the necessary quantities, to bring down costs, 
expand selection and solve the various research problems. Simultaneously, 
with the termination of the trust organization the former member 
enterprise created joint enterprises. 


The central organs are following with increased attention the operation 

of the enterprises made independent and if necessary they also help their 
economic operation in the interest of making the start easier. This 

was necessary primarily at those enterprises where even the parent 
enterprise was in financial difficulties or where repayment of the 
obligations of investments executed earlier and adjusted to the load- 
bearing ability of the major enterprise would have put the enterprise into 
an economically impossible situation. Thus, for example, after 
reorganization the loans were rescheduled at several enterprises, some of 
them received more time to replenish the mandatory reserve fund, and others 
were exempted from competition in primary price setting. Simultaneously 
with the decrease in subsidies the canned goods factories and poultry 
processing enterprises made independent in 1982 were switched over to 
agricultural income regulation when they were reorganized. This change in 
regulators was advantageous from several viewpoints: a higher ratio of 
the results is available to them than before to form the interest funds, 
and the smaller size of payments to social security decreases their 


expenditures. 


The enterprises reorganized during the course of the last 4 years-~ 
according to the 1983 data--increased their efficiency faster than the 
economic operators which are in the same branch with then. 


The net result in proportion to the resources has increased dynamically 

at the enterprises reorganized since 1981, decrease in profitability was 
seen only at the economic operators decentralized in the second half of 

1980 which is explained by the known problems the sugar industry enterprises 
had in 1983, that is, it cannot be considered a consequence of the 
reorganization. 
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Development of Net Results in Proportion to Resources in Terms of 
Percentages at Enterprises Grouped According to the Year of Their 








Reorganization* 

Year of Reorganization 1979 1981 1982 1983 
1980 6.2 6.5 5.7 3.1 
1981 4.8 5.9 4.9 5.4 
1982 8.0 9.4 10.5 10.5 
1983 5.5 6.7 6.4 8.0 

Reorganized Enterprises Together 6.0 7.0 6.7 6.7 

All Enterprises: 11.1 10.5 9.8 9.6 





* Data corrected according to organizational changes 


Their ratio according to the results which serve as the basis of interest, 
has increased by more than 1.5 percentage points to 10.4 percent in the 
total result of the branches in comparison with 1979. And the ratio of net 
fixed assets and inventories decreased. Their share of the total wages 
has not changed. Over-all the net result in proportion to the resources 
has increased from 6 percent in 1979 to 6.7 percent in 1983, while in this 
same time period there is a 1.5 percent decrease in all the enterprises 
of the affected branches. 


Since the modernization of enterprise structure began the weight of the 
reorganized enterprises has decreased in net sales income and in 
convertible export sales income but even so 3 percent of their 1983 sales 
income derives from nonruble accounted export. (The sale income of 
convertible export amounts to 6.2 percent of the total sales income of 
the affected branches.) 


Convertible Export as Percentage of the Sales Income at Enterprises 
Grouped According to the Year of their Reorganization 





Year of Reorganization 1979 1981 1982 1983 
1980 3.2 2.6 3.7 2.7 
1981 9.9 8.7 8.7 9.6 
1982 8.7 8.6 8.6 8.8 
1983 6.7 9.2 8.5 6.4 
Reorganized Enterprises Together 8.3 8.1 8.1 8.2 
All Enterprises 6.1 6.1 6.1 6.2 





__ [underlining] first year of independent operation 
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At only one or two enterprises did the convertible export in 1983 exceed 
the level of 4 years earlier in the net sales income, at the others it 
decreased, though only slightly. The ratio of convertibly accounted export 
improved compared to 1981 in all enterprise groups according to the year of 
reorganization. 


At the reorganized enterprises the ratio of the number of people employed 
and of the wages compared to the total employment and wages of the 
branches have remained practically unchanged compared with 1979, that is, 
above average wage levels continue to characterize them. The rate of 
wage level increase was hardly any faster at the reorganized enterprises 
than at the others. In 4 years wage improvements were 29 percent at 

the reorganized enterprises and 27.7 percent at all the enterprises of 
the branches. 


Examining the way efficiency developed at the decentralized enterprises 
according to the first year of their independent economic operation we see 
that the dynamics of the growth of their results is inversely proportional 
with the time which passed since decentralization. Thus the 1983 

result of the food industry enterprises made independent in 1980 is only 
58 percent of that of 4 years earlier, while the enterprises reorganized 
in 1981 realized 28 percent more results at the end of 1983, the ones 
which became independent in 1982 h..i 44 percent more, and the economic 
operators decentralized in 1983 realized 84 percent more results than 4 
years earlier. It is also characteristic that in the first year of 
independent economic operation the increase in the results is sharply 
higher, while in later years the dynamics decreases. 


Grouping according to year of reorganization shows that the ratio of 
export in the first year of independent economic operation declined or 
remained stagnant, and improvement can be expected only in later yeacs. 
The result can be increased dynamically in the first year--in part by 
extending central assistance--but more time is needed for adjusting to 
the foreign market. 


In 1983 the behavior of major enterprises not directly affected by 
decentralization was a new phenomenon not seen in previous years affecting 
the economic operation of the decentralized enterprises. For example: 


--The major manufacturing enterprises will fill the orders of small 
enterprises formed from GELKA services only if one economic operator 
represents one county. 


--The newly established smaller car repair organizations are in a 
noticeably subordinate situation in dealing with the National Insurance 
Company and some wholesale enterprises, and as a result of this the 
conditions of guranteed repairs vary in the country. 


--In the sales of chemical fertilizers and plant protection chemicals 
the entry of TSZKER [Sales Enterprise for Producer Cooperatives] represents 
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completion to the AGROKER [Agricultural Supply Enterprise for Pest, 
Nograd and Komarom Counties] enterprises. Loss of sales was especially 
significant where the competition filled the needs of users located near 
the production facility, that is, where the cost of transportation was 
less than the average freight cost. Loss of these sales, profitable 

due to the short transportation distance, shook up the operation of the 
freight cash flow. 


The majority of decentralized enterprises has proven its viability 
under the changed organizational conditions. According to conclusions 
made by the control, the factors which slow the independent economic 
operation are infrequent and can be traced back primarily to reasons 
within the enterprise (for example, shortage of skilled tradesmen). 
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ENTERPRISES EXPRESS DIVERSE VIEWS ON VGMKs 
Budapest MUNKAUGYI SZEMLE in Hungarian Jun 84 p 20 


[Text] Since 1 January 1982, the measures taken to develop the production 
and service activities make it possible to establish new organizational forms 
within the enterprises and cooperatives. One of these forms is the enterprise 
work association (VGMK) which provides a legal framework for working, 

after the official workday, in the form of an independent undertaking and, 

in general, using the equipment of the economic organization. Since the 
birth of this provision, a massive number of VGMKs has arisen at various 
economic organizations. The reception is not totally unequivocal. 

This becomes evident from the opinions and comments of workers from 

the Csepel Iron and Metal Works, the Stocking Factory of Budapest and 

the Elzett Works who are also active in enterprise work associations. 


In the April issue of the factory newspaper CSEPEL an interesting essay 

is found on the subject, entitled "Meditation on VGMKs" (author: D.J.). 

What is the GMK good for? To enable the workers to earn a little money! 

To enable the enterprise to overproduce its profit plan! To have the workers 
completely exhausted in the midst of “grasping” so that a few years later 
they will not even have the strength for the official workday.... To help 
the state to substantial tax incomes through the taxation of the enterprise 
work associations! To have a considerably greater purchasing power on the 
market than the amount of goods and mass of products made available. 


Those inquiring about the enterprise work associations meet with rather 
divergent opinions. In some enterprises, precisely the political and 
economic management considers the massive organization of small enterprises 
unacceptable while in other places, the economic management is the greatest 
promotor of the formation of as many GMKs as possible. Both sharp tirades 
against GMKs and discussions confirming the importance of GMKs can be heard 
from enterprise managers. 


At places where the formation of GMKs is promoted, more than half of the 
enterprise employees are indeed members in a small enterprise by now. 
Thus, a considerable proportion of the people are working more than the 
eight hours per day. 
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One should not worry about the Hungarian worker--commented one enterprise 
manager who himself is an enthusiastic GMK member in the enterprise where 

he works as manager. In capitalist countries, they get as tired in 6-8 hours 
as we do in 16 hours. 


Of course, the whole thing is not that simple. And first of all, perhaps 
the problem should be approached not so much from the side of getting 
tired but from the side of the quantity and quality of the good produced. 
That is, from the standpoint that, with a certain level of technical 
equipment and standards, by providing a certain product structure and 
organization, 6-8 hours would also be enough to achieve the level of 
performance and quality of products which requires 16 hours under our 
circumstances.... 


Perhaps few people talk about it, but these small enterprises represent 
the classical form of extensive development. 


To expand the number of workers, to get an additional labor force without 
significantly changing the technical and organizational level, in the 
presence of a product structure essentially identical to the old one. 

If the other labor force has already been used up, then we should take 
advantage of the additional hours of the existing labor force! For enough 
money, the workers are gladly willing to work even after the official workday; 
moreover, they are also capable of considerably higher productivity than 
during the offical workday for wages two or three times higher than what they 
can get during the official workday. This is also obvious since the basic 
wages are low in comparison not only with luxury consumption but also with 
more modest demands. Therefore, it is foolish not to strive for a little 
extra, for a little GMK income! 


Of course, the GMK shift has many additional advantages. If they want to 
earn a little extra money, the workers need not change clothes, travel, and 
change clothes again; rather, they can earn the extra income in their regular 
workshop, without travel and loss of time, doing well-practiced, familiar 
work. Ido not even list the advcntages to the enterprise because they are 
obvious. Just a few advantages. With the number of workers called in after 
the workday, they can also run machines which they could not maintain and 

run otherwise because of the lack of a sufficient number of workers; thus, 
machine utilization is improved and the larger production volume can 
automatically result in excess profits. With the increased labor force, 

they can increase the proportion of more labor-intensive products which is 
also a way to gaining increased income. By paying this extra income to their 
own workers instead of to auxiliary production cooperatives, they are again 
profiting, for the good experts will stay with the enterprises because of the 
higher income. Not even to mention that the local workers, better acquainted 
with the enterprise conditions and in general better trained than the workers 
of auxiliary production cooperatives, can be considerably more productively 
engaged. 


And the engineers and economists who can no longer find a place within their 
own field of work or in some workshop for GMK work, can also take on some 
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jobs as custodians. By cleaning the offices, corridors and restrooms in 
the afternoons or on weekends, they can earn 2-3 times more than during the 
official worktime. True, no diploma is needed for cleaning.... Perhaps 
that is why it is paid so well. 


The situation is viewed differently by the workers of the "Virag VGMK" in 
the Central Plant of the Budapest Stocking Factory. Their flowered-patterned 
stockings, produced in small batches, are very popular. They are producing 
something which serial production is incapable of as yet; using rejected 
goods, they are producing first-class stockings in small amounts for 
increased selection. This costs them a considerable part of their daily 
free time and also their vacation. "But in the grip of need, one cannot 
ponder much about it"--we read in the March issue of the factory paper 
HARISNYAGYARI DOLGOZO [STOCKING FACTORY WORKER] (author: Spiros Zambelis) 
in an interview with members of the undertaking. "The money made in 
enterprise work associations does not go to those accumulating wealth.... 
The net income is 5,000 forints per month in an ideal case when goods and 
materials are available. If you want to put it that way, the price of free 
time is 5,000 forints per month. Is it worth it or not? A hard 5,000 
forints faces 5,000 arguments.... One cannot plant vegetables in a bathtub. 
VGMKs are the same to the city dweller as household plots are to the 
villagers." 


The workers of the Szecseny Factory Unit of Elzett Works were guided by 
similar considerations when they accepted the extra burdens associated with 
the establishment of the VGMK. “In the afternoon, a variable number of us 
stay in longer, in rhythmical shifts; whichever tool is requested with a 
closer deadline, we concentrate on it"--declared the manager of the tool 
manufacturing VGMK in the April issue of the Elzett paper (author: Ny.M.). 
Thus, we are working 4 hours a day and 6-8 hours on Saturday...." We think 
that it has been worthwhile to accept this second job. Before, we had much 
overtime and that was the extra income. In the tool maker field, it is 
difficult to find a second job but extra work is possible under these 
circumstances. The VGMK became a force keeping us here. Many valuable 
experts could be successfully retained through this possibility.” 


The advantages of the new small organizations are increasingly widely 
exploited by the managing organizations for counterbalancing a considerable 
decrease in the number of workers, for retaining the still existing labor 
force, and for expanding the official worktime and the capacities, while 

the disputes concerning the regulation of VGMKs and their concrete mechanism 
of function are continuing with unusual sharpness among the workers, 
enterprise managers and theoretical experts. 
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CHANGES IN CONSUMER PRICES PUBLISHED 
Budapest HETI VILAGGAZDASAG in Hungarian 14 Jul 84 pp 36-37 
[Article "Prices Announced Thursday" ] 


[Text] Communique Regulation: From the decree of the 
president of the National Material and Price Office, 

issued on June 26 and effective as of the same date, it 
becomes clear that henceforth the population must be 

informed of any increases in the prices of all consumer 
articles, except those agricultural products which fall into 
the category of unregulated pricing. Until now, the Hungarian 
organizations and authorities raising prices had no similar 
obligations to inform the public. Previously, the announce- 
ment of price increases was, by and large, regulated by common 
law (HETI VILAGGAZDASAG 28 Jan 84). In accordance with this 
practice, nationwide price increases were usually published 
in announcements, while the disclosure of increases initiated 
by the managing organizations was essentially left up to the 
discretion of the originator. 


In accordance with the new regulation, from now on every 
nationwide increase in prices and fees, as well as those 
which do not fall into this category but are considered 
significant, will be announced for the information of the 
population in a communique published by the Price Office. 
According to the regulation, a significant price increase is 
one which, for example, raises by at least 3-5 percent the 
prices of commodities used by a sizeable portion of the 
population, or, even without such a degree of increase, a 
price increase involving articles used and required by a 

large portion of the population. The new regulation also 
prescribes that the opinion of the Price Office will determine 
whether the price increase is to be considered significant 
under the above guidelines, or if it touches a large proportion 
of the population. 


In the event of lesser increases in consumer prices, the 
competent commercial, service or managing organizations are 
obliged to inform the Hungarian Telegraph Agency. If the 
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increase affects only the prices of seasonally purchased, 
locally marketed, or special commodities and services, 

the managing organizations are required to inform the local 
press and the trade publications. 


Starting Thursday, the prices of the following items, among others, will 
become higher: laundry detergent, soft drinks, matches, tires for 
passenger vehicles, a number of water heaters, aluminum dishes, and the 
tariff for the use of freight-carrying taxis. There is some consolation: 
The price of yeast, canned tomatoes, powdered sauces and soups, as well as 
watches, will decrease. A portion of this price modification is also 
connected to the shaping of the new sales tax system. 


The price modification taking effect on July 12, the day this issue will hit 
the streets, will increase by an average of 230-240 forints the expenses 

of a four-member Hungarian family for the remainder of this year, provided 
they continue to purchase the same things in the same amounts as thev had 
done until now. Altogether the price measure of this wee’ wi'l mean a 
surplus expenditure of 600-650 million forints »y the population during 
this year. 


The price reduction, also announced on 12 July in the prices of several 
items will lessen the burden of this increase by about 25 percent. According 
to the calculations of the Price Office, the lowered prices will free 

190-200 million forints of the population's money; in other words, the 
800-850 million forints surplus expenditure created by the present price 
increase will, on a nationwide scale, be reduced to 600-650 million 

forints. As a result of the present pricing measures, the Hungarian 
consumer price inflation, projected to be 7-8 percent during this year, 

will in all likelihood reach the 8 percent level or, depending upon the 
shaping of prices during the second half of the year, may surpass it. 


"During the second half of this year we want to keep close control over 
prices,” they stated in response to our question at the Price Office, then 
added: there are also several new legal tools available for influencing 
the prices. Foremost among these is the decree of the Council of Ministers 
published last week (MAGYAR KOZLONY 1984 No. 24). According to this 
decree, in the case of free-price products--in the prices of which any 
modifiations must be reported in advance to the Price Office--the president 
of the Price Offive may suspend price increases not only for a maximum 

of six months, as it was the practice, but for up to one year. The same 
governmental decree makes it possible for the president of the Price Office 
to prevent any increase in the prices of all free-price products, for a 
period of up to three months, if he feels that it would have undesirable 
consequences, or if he considers an increase unwarranted. The institutional- 
ized procedure of the latter measure appears to be quite undefined; it is 
true, on the other hand, that if such a procedure became defined, it would 
to a certain degree contradict the requirements of increasing enterprisal 
sovereignty. 
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Simultaneously with the decree of the Council of Ministers, a regulation 
issued by the Price Office increased, from 103 to 106, the number of those 
free-priced products whose prices can only be modified after advance 
announcement. From now on, cocoa, curtains, incandescent lamps, and frozen 
green peas and green beans, for example, also belong in this category. 


As we found out in the Ministry of Domestic Trade, the commodities whose 
prices have now changed can be classified into two distinct categories, 
determined by the reason for the price modification. One group includes 
those centrally-priced items, such as soft drinks, soap, matches, aluminum 
kitchen utensils, in whose case a price increase was brought about by 

a justified increase in the cost of production. Ranging from 3.5 to 

28 percent, these increases are projected to cause 550-570 million forints 
surplus expenditure for the population during t.e remainder of this year. 


In the second group are those price increases or decreases which came 

about as a result of themodernization in the system of sales taxes. As 

of now, there are more than a hundred schedules valid for determining sales 
taxes in Hungary. The modernization aims to create a more direct link between 
the cost of production and the consumer cost, and eventually desires to 
reduce the number of schedules to four, namely those of 0, 11, 22 and 30 
percent. The new price of laundry detergents, matches, yeast, watches, as 
well as those of more than a dozen other items, was raised or lowered 

based upon the above-mentioned four schedules. The net effect of the 
application of this principle was an increase in prices: the increases 
range from 3 to 25 percent and will cause a surplus expenditure of 250-300 
million forints, while the decreases range from between 5 and 29 percent, 
and will result in a 190-200 million forints savings for consumers. 


Glancing through the list of items affected, we find that a portion of 

the increases applies to luxury items, or those which satisfy so-called 
“more sophisticated" demands, such as silver jewelry, Herend porcelain, 
costume jewelry and posters, while the prices of several food items, such 
as canned tomatoes, pickled cucumbers and powdered soups, are decreasing. 





Table 1: The Rising Prices of Some Food Items, Household Items, and Metal 
Products (Partial List) 


Retail Price 
(forints) 
Quantity/ Old = New 
Size 
Coca-Cola 0.2 liter 3.30 4.00 
1.0 liter 13.20 15.00 
Traubi Soda 0.25 liter 3.90 4.20 
1.0 liter 14.00 14.30 
Matches 1 box 0.40 0.50 
Large Box of Matches 400 pieces 3.00 3.80 
Detergents: 
Biopon 450 grams 13.10 14.40 
Floraszept 450 grams 12.70 14.00 
BIP Rinse 500 grams 12.30 13.50 
Biomat 300 grams 10.70 11.80 
Tomi Brill 2.8 kilograms 125.00 137.00 
Tomi Sztar 3.0 kilograms 132.00 145.00 
Tomi Szuper 2.4 kilograms 94.50 104.00 
Ultra Liquid Soap 509 grams 14.00 15.40 
Ultra Dishwashing Powder SCO grams 14.10 16.40 
BIP Dishwashing Powder 500 grams 18.80 21.90 
Toliet Soaps: 
Amo Azur 150 grams 9.70 10.80 
Kek-feher baba 150 grams 5.60 6.70 
Kek-voros 150 grams 6.80 8.20 
Nivea 150 grams 15.00 17.00 
Zold alma 150 grams 10.50 12.60 
Toothpaste: 
Amodent 50 grams 5.00 5.50 
Gabi (fluoride) 50 grams 5.10 6.40 
Ocean 75 grams 11.00 12.00 
Fluorita 50 grams 5.90 7.40 
Ovenall Mouthwash 73 grams 6.70 8.40 
Metal Products: 
Lampart 3000 Gas Heater 
with parapet (enameled) piece 5,400 5,890 
with chimney (enameled) piece 4,900 5,340 





Gas Heater 
F24 Hera 


Cirkogeizer 
C21 
K18E 


Gas-Operated Water Heater 
WG 17° ‘4 


Aluminum Kitchen Utensils 
Pot With Lip 
Pot 
Frying Pan 
Milk Boiler 
Teapot 
Danish Whistling Teapot 
Pressure Cooker with Handles 


Electric Water Heater 
H200 02 





piece 


piece 
piece 


piece 


5 liters 
4.5 liters 
piece 

2 liters 
2.5 liters 
2.5 liters 
4 liters 


piece 





2,670 


16,800 
31,500 


1,980 


168.00 
80.00 
38.00 
49.80 

108 . 00 
72.00 

367.00 


6,070 


2,940 


19,100 
33, 900 


2,170 


202.00 
95.50 
45.90 
60.50 

135.00 
82.50 

426.00 


6,400 








Table 2: 


Baking Yeast 
Thick Tomato Paste, in metal can 
Pickled Cucumber 


Powdered Soups: 
Beef Goulash 
Maggi Liver Dumpling 
Record Beef Cubes 
Cream of Celery 
Maggi Broth Cubes 


Spices: 
Mustard (bottled) 
Ketchup (bottled) 
Milanese Sauce 
Piros Arany 
Garlic Spread 
Dill Mayonnasise 


Sweets: 
Kedvenc nougat 
Lurko filled nougat 
Ciklamen nougat 
Pudding Powder, Chocolate 
Oetker Pudding Powder, Chocolate 
Sugar-free Chocolate 
Vanilla Sugar 
Tea Flavoring Tablet 
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Quantity 





50 


250 
245 


180 


grams 


grams 


grams 


grams 
grams 
grams 
grams 
grams 


grams 
grams 
grams 
grams 
grams 
grams 


packet 
packet 
50 grams 
packet 





The Lowered Prices of Some Food Items (Partial List) 


Retail Prices 
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REASONS FOR LARGE WHEAT IMPORTS DISCUSSED 
Bydgoszcz GAZETA POMORSKA in Polish No 31, 31 Jul 84 p 3 
[Article by Jan Dembik: “Do We Have To Import Wheat?") 


(Text] Wheat flour is running short, bakeries are surviving with a bare 
minimus, and the PZZ granaries are “scraping” the bottom of the barrels, ia- 
patiently waiting for imports and this year's harvest. It could be said that 
it's pre-harvest time, harvest has been delayed, and therefore one shouldn't 
be surprised. 


This problem of wheat is not new, but currently it has become acute and is 
greatly discussed. Now it is a good time to discuss it for granaries are 
again beginning to procure grain, and farmers will soon be sowing. And it is 
right now, one must think about the next crops, giving wheat the rank it 
deserves. Some people call wheat the queen of grains, because its fertile 
qualities and superior yields. Wheat is the most valuable and the most needed 
by the food processing industry. 


Why this deadlock then? Why is there less and less wheat in the fields and in 
state granaries? Why must we import 3 willion tons of wheat to meet the de- 
mands of bakeries and the food market’ 


Firstly, let's diecuss some facts and figures, and then, the causes and meth- 
ods of overcoming this wheat recession. History tells us that once upor «a 
time “Poland lived from wheat,” that it was 4 gajor world producer and export- 
er of quality grain. Now, the Polish wheat is scarce and, especially for 
baking of poor quality. Including the Pomeranian region, wheat fields occupy 
a mere 15. of the cultivated acreage. in the prime wheat-growing Bydgoszcz 
voivodship, wheat acreage shrank from 60,000 hectares in 1976, to 34,500 hec- 
tares in 1983. Meanwhile, the so-called wheat complexes are used St 4 sere 
20% of capacity. 


According to experts, rye, covering 40% of the cultivated acreage is too ex- 
pansive, and has ousted wheat. it seems Poles are the only people in turope 
using rye as feed. Other countries, sainly for bread produce very little rye. 
Some specialists claim that to use a half of the rye eacreage (which occupies 
approximately 3 million hectares) for growing wheat and barley would yield 
about 4 sillion sore tons of grain as, even in inferior conditions, wheat and 
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barley yield an average of 7 quintals sore than rye. There is one conclusion 
from the above: big wheat, lie in the very structure of grain cultivation. 
According to specialists, the Hydgoszoz voivodship wheat acreage should be in- 
creased to approximately 70,000-80,000 hectares, allowing 4 potential produc- 
tion of 160,000-180,000 tons of wheat. The voivodship farmers neared this 
ceiling in 1978, supplying the PZZ granaries with alsost 113,000 tons of this 
grain. 


However in recent years, wheat production and procurement have been declining. 
Last year, Bydgoszcz voivodship farmers sold to state procurement centers only 
one third of the wheat they harvested, while in 1978, they had sold one half. 

From a total of 5 willion tons of grain procured, there were sere 1.4 sillion 

tons of wheat, i.e. 28%, whereas th re was twice as auch rye. Figures for the 
Bydgoszcz voivodship are even sore disadvantageous, because here, procurement 

centers’ purchases comprised of 20% of wheat and over 62% of rye. 


The fact that so little wheat is delivered to the state granaries does not 
mean that there had been 4 crop failure as large quantities of this grain are 
kept by the farmers for fodder. They know that the wheat feed is better than 
rye and gakes fat pigs grow faster. But they would have sold sore wheat to 
the state procurerent centers, had there been enough feed mixes. And too, the 
centers, had there been enough feed sixes. And too, the pricing policy is to 
be blamed. For several years procurement centers had been paying the same 
price for every grain, therefore farmers sold the “inferior” grains to the 
state, and kept the “superior” ones for themselves, and still met their re- 
spective contracts. To be sure, prices were differentiated and preference was 
given to wheat last year, but it seems that the incentive wasn't strong 
enough. Maybe the current increase in the wheat procurement price will boost 
the sales of wheat. However, other seasures introduced into procurement con- 
tracts should also encourage increased sales. Stores will be widely open to 
wheat, but mot so to rye, the point being to restore correct proportions in 
gtain economy and achieve desirable changes in the grain growing structure, so 
that production increases and Poland becomes self-sufficient in food. 


There are gany causes for the wheat recession. The cultivation structure col- 
lapsed in the sid-seventies, but certain negative phenomena had occurred ear- 
lier. People versed in the problem say that, for example, the “Dankowskie 
zlote” and other high-yield varieties of rye have cut owt competition consid- 
erably, as ryes yield good crops, are sore reliable and do not require so such 
care. Meanwhile, wheat requires good soil, agrotechnical such ado, and big 
outlays on fertilizers, which are difficult to obtain anyway. 


The "Grana” variety of wheat caused a veritable revolution. This is 4 very 
fruitful, but demanding, variety. Within a short time, it conquered fields, 
monopolized the whole of wheat production, and eliminated less effective 
varieties, but which could be grown on poorer soils. For example, in the 
Chojnice and Sepolna environs, where light soils prevail, until fertile vari- 
eties were regionalized, every other farmholding had been cultivating wheat, 
winning yields higher than those from rye. However, “Grana”™ had not done 
well, and, because the other, “old,” varieties were no longer available, the 
farmers have switched, justifiably, to rye. This example serves as one 
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explanation for the diminished wheat growing acreage. On the national scale, 
wheat growing areas shrank from approximately 2 million hectares in i970, to 
less than 1.5 million hectares in 1982. 


To be precise, | am talking about the decline in acreage cultivated since 
there has been « higher rise in wheat growing than in rye cultivation. for 
example, in 1976, in the Bydgoszcz voivodship the average yield per hectare of 
wheat was 6.4 quintals gore than in the case of rye; in the last year, it was 
10.5 quintals sore. 


And it is feasible to further increase this yield, if all factors contributing 
to crop improvement are used. This is what we should aspire to, because 
Poland needs lots of grain, and wheat in particular. Everything lies not only 
with producers, but with grain-developing technicians as well. The point is 
that the best, fertile and useful varieties should be grown. 


The choice of winter wheat varieties seems to be greater than of other grains. 
Currently, 14 Polish and one foreign varieties have been sown. In the next 
sowing season, two other local varieties will be added. There is a question 
of which variety should be cultivated and where. The question of choice of 
seed strain and its harvested properties is often raised by bakers. According 
to them, local wheat is not glutinous enough for their purposes. 


And this is the root of the problem. We have enough wheat for fodder, but not 
enough for bread. Until recently we had been able to afford imports of flour 
wheat and to sow “fee” wheat on nearly the entire acreage. Approximately 73% 
of the locally procured wheat is of low-gluten content, unsuitable for con- 
merce and baking. Which is why we still have to import wheat. 


in pursuit of quantity Poles lost quality of their wheat. This is an undeni- 
able fact. Wow, it is necessary to make an about face-~we should go for both 
quantity and quality if we are to be self-sufficient in grain. Bread is of 
the utmost importance. If we cannot afford imports of flour wheat, we have to 
find a way to obtain such wheat from Polish fields. it is feasible. in re- 
cent years, there have appeared in Poland new varieties of winter and summer 
wheats, which are more suitable for baking, for example “Begra,” “Panda,” 
“Gama,” “Miranowska,” “Kadett,” “Sappo.” These and other high-gluten content 
(over 28%) varieties have been specially contracted to the baking industry and 
farmers have received higher prices for them. It is anticipated that this 
year, state procurement centers will purchase approximately 70,000 tons of 
high-gluten content wheat. (The Bydgoszcz voivodship is expected to deliver 
500 tons.) This will be but a drop in the bucket, but it's a good start. Cul- 
tivation of and contracts for these fertile varieties will be extended, and 
the quality assessment and organization of procurements improved. 


Maybe we will live to see crispy rolls and clean, well-risen loaves of bread 
made from Polish flour. This is a job for seed developers, farmers who pro- 
duce gtain and bakers. There can and must be locally grown wheat in the 
fields, state granaries and food processing plants. As well as more, it muct 
be better quality wheat. To achieve all this, consistent and comprehensive 
measures are absolutely orcessary. 


CSO: 2600/1247 Om, 








ROMANIA 


ACHIEVEMENTS OF, PLANS FOR CHEMICAL INDUSTRY REVIEWEN 
Bucharest REVISTA ECONOMICA in Romanian No 28, 13 Jul 84 pp 1-3 


[Article by Gheorghe Dinu, minister of the chemical industry ]} 


[Text] The chemical industry holds a special place in the process of Romania's 
social-economic development and modernization of economic structures, both 
through the volume of production as well as the role it plays in superior util- 
ization of natural resources. The attention which this branch has enjoyed from 
our party and state leadership has meant that in the last three decades the 
chemical industry has recorded one of the highest rises, exceeding the growth 
rates for the other industrial branches. Having the task of providing for su- 
perior utilization of Romania's natural resources and of diversifying and devel- 
oping the raw material base needed by the other sectors of the national econo- 
my, this branch currently holds a priority place in Romania's overall industrial 
development. 


Romania before 1944, although it had raw materials available, did not have a 
developed chemical industry. Despite that the fact that in 1938 Romania was 
sixth in the production of oil, one actually could not speak of its chemifica- 
tion. By 1944 the petrochemical industry was practically nonexistent; merely 
some small installations to separate benzene and methylbenzene by the Edeleanu 
procedure and an isooctane installation were operating. Methane was not being 
chemified sufficiently (just a small portion was being chemified as petroleum 
black, with the largest portion used for home heating). After nationalization 
of the main means of production and following the first annual plans of 1949 
and 1950, the programs for development of the chemical industry insured a con- 
tinually increasing evolution for this branch in proportion to the requirements 
of the national economy. 


The historic decisions of the 9th party congress, which established new quali- 
tative guidelines, had special importance in the development of the chemical 
industry. In the report he presented to the congress, Comrade Nicolae Ceauses- 
cu emphasized: "The chemical industry has a role of great importance in the 
development of our economy. The chemical industry has big tasks with a view 

to satisfying agriculture's needs for fertilizers, bioactivators and insecti- 
cides and the textile industry's requests for fibers and threads and the needs 
of the other branches of industry for chemical products, drugs and consumer 
goods for the population. The chemical industry also will have to increase 

its contribution to export considerably." 
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Indisputable merit in the development of this branch goes to the party's sec- 
retary general, Comrade Nicolae Ceausescu, who with clearsightedness established 
a scientific concept on development of the chemical industry, who indicated 

and aided the penetration of technical progress and the achievements of science 
in production, with chemistry currently having available projects and produc- 
tion capacities of a highly technical nature. 


In this period, by applying the party's scientific policy of socialist industri- 
alization, numerous large-capacity units were built, equipped at a progressive 
technical level and the majority of existing units were developed and modern- 
ized unjJer the direct guidance of the party's secretary general. New petrochem- 
ical complexes (on the platforms of Pitesti, Borzesti, Ploiesti, Rimnicu Vil- 
cea, Telejean, Midia, Timisoara) were connected to the industrial circuit, plus 
the chemical fertilizer combines (in Craiova, Piatra Neamt, Tirgu™ures,Tirgu 
Magurele, Navodari, Arad, Slobozia and Bacau), sodium product enterprises (in 
Govora, Rimnicu Vilcea, Giurgiu), artificial and synthetic fiber and thread 
plants (in Braila, Popesti-Leordeni, Savinesti, Suceava, Dej, Cimpulung Muscel, 
Iasi, Roman, Vaslui), enterprises for processing of plastics (in Bucharest, 
Buzau, Iasi, Focsani, Bistrita-Nasaud), tire factories (in Bucharest, Floresti, 
Zalau, Drobeta-Tirgu Severin), rubber technical article combines and enter- 
prises (Bucharest, Pitesti, Tirgu Jiu, Botosani), pharmaceutical enterprises 
(Bucharest, Iasi, Cluj), cosmetics enterprises (Bucharest, ©luj-Napoca) and 

dye, varnish and paint enterprises (Codlea, Bucharest, Oradea). 


At the same time, the volume of physical production saw appreciable increases. 
Compared with 1965, large increases were obtained in 1983 for the basic products 
of the chemical industry: 3.6 times for sulfuric acid; 11.6 times for synthe- 
tic ammonia, 9.8 times for 100-percent chemical fertilizers, 1.8 times for pest- 
icides, 26 times for ethylene, 8.4 times for methanol, 3.6 times for artificial 
fibers and threads, 52 times for synthetic fibers and threads, 8.4 times for 
plastics and 100-percent synthetic resins, 4.8 times for synthetic rubber, 5.3 
times for detergents, 2.3 times for dyes and organic pigments and 2.5 times 

for primary aluminum and aluminum alloys. 


What had major importance in insuring the high development rate of the chemical 
industry was the fact that in the last three decades the raw material base be- 
came broader through utilization of new resources, primarily petroleum, as well 
as the economic base for development of the production of polymers and synthe- 
tic materials with high utilization value. The opportunities for modern chem- 
istry to obtain a number of products being broadly utilized as raw materials 

or auxiliary materials in other industries and as consumer goods for the popu- 
lation's needs or for health, through processes of chemical change, meant that 
it would become an important element in introducing technical progress into 

all branches of the economy. The volume of products of organic synthesis has 
tripled in each decade. 


In order to increase and continue diversifying chemical industry production, 
first it was necessary to develop chemical engineering, directly connected with 
scientific research in this vast area of activity. The complexity of the re- 
search subjects applied in production rose year after year, a fact illustrated 
by the value of products obtained, which in 1980 was around 20 times greater 
than in 1970, Due to the stormy growth of the chemical industry as well as 
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the new development plans for this branch, in the following years the need was 
felt and the problem was posed for reorganizing research in this area. In 
1973, under the initiative of Comrade Acad Dr Eng Elena Ceausescu, first vice 
premier of the government and president of the National Council for Science 
and Technology, the transition was made to reorganization of chemical research 
at the national level by establishing the Central Chemistry Institute, which 
coordinates both the research and design units of the Ministry of the Chemical 
Industry and the Academy of the Socialist Republic of Romania as well as re- 
search activity in higher education. In this way, the research and design for- 
ces were concentrated toward studying certain priority problems of chemistry 
and their rapid introduction into production. 


Through the permanent orientation toward solving the major problems of produc- 
tion activity, toward achieving modern, highly efficient technologies which 
utilize the raw materials and energy consumed to the maximum and toward obtain- 
ing products of high quality and value, Romania's chemical research has seen 

a powerful assertion both internally as well as at the international level. 

The achievements obtained until now as well as the entire concept of our chem- 
ical research development bear the mark of the remarkable scientific and organ- 
izational activity of Comrade Acad Dr Eng Elena Ceausescu and the determination 
and consistency with which she has oriented research work toward solving the 
priority problems of the chemical industry. This contribution is reflected 

in the constant concern of the institute's specialists with improving existing 
technologies for reducing the specific consumption of raw and energy materials 
and diversifying production for the purpose of replacing imports with Romanian 
products. 


Comrade Elena Ceausescu's projects of basic and applicational research have 

led to the establishment and development of an area of the greatest importance 
for the national economy, specifically the big industrial installations opera- 
ting in Pitesti, Brazi, Timisoara and those being built. The projects she has 
worked out--the stereospecific polymerization of hemiterpene, anionic polymeri- 
zation, hydrocarbon resins, terpolymer elastomers, catalysts for polymerization 
of macromolecular compositions, the synthesis of plasticizers--today have a 
reference value at the world level, enriching the specialty literature. 


As Comrade Acad Dr Eng Elena Ceausescu stressed at the 1982 national party con- 
ference, research in the chemistry area must solve problems faster on providing 
the national economy with all the necessary chemical products and materials. 

In this regard, the superior utilization of crude oil and natural gas and ob- 
taining new petrochemical products, particularly new polymers and substitutes 
for metals, should be placed in the forefront. Special attention must continue 
to be given to providing materials and developing the pharmaceutical industry, 
catalysts, intermediaries, pesticides and other chemical products. Generally, 
the programs for providing the materials needed by the nuclear industry, elec- 
tronics, aviation and other sectors of activity must be carried out in their 
entirety. 


A characteristic of the development of chemistry in this five-year plan as well 
as in the future is the application of original Romanian research and design 

in obtaining the technologies and installations needed for our national economy 
and for export. In this regard, the chemical industry's tasks are being 
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correlated with the higher requirements for chemical products, brought by the 
development of the economy and for broadening and diversifying export. 


The production of plastics, resins and rubber will see substantial increases, 
with new varieties of high value being built, ones which provide for the do- 
mestic need and for more efficient export. At the same time, through develop- 
ment of the production of fertilizers, pesticides, veterinary drugs and bio- 
activators, higher quantities and a broader range of products needed for agri- 
culture in general and zootechnics in particular will be provided. At the same 
time, the activity to assimilate products in the area of pesticides will be 
intensified, particularly for the top products in this area. Parallel with 
the growth of physical production for all varieties, a higher degree of reno- 
vation has been forecast, which will lead to a qualitative jmprovementin the 
products and to reducing manufaciuring costs and to increasing the general ef- 
ficiency of activity in the chemical industry. Applying the results of our 
own scientific research in production with greater effectiveness, both by pro- 
ducing new products at the existing installations and by completing work at 
these installations or by building new ones, more than 220 new products for 
all sectors of our national economy are to be assimilated in 1984 alone. 


Improvement in the structure of production is being achieved in this five-year 
plan due to highly processed products and by high utilization of Romania's raw 
materials and natural resources. So the increase in degree of utilization of 
petroleum and petrochemical products is to be obtained by having new capaci- 
ties for deeper oil refinery enter into production and building all the high 
refinery installations which will manufacture more valuable varieties, as, for 
example, new types of plastics, high-quality synthetic fibers and threads, new 
dyes, pesticides, new types of synthetic rubber and rubber latex, which lead 
to an even greater reduction in imports. 


As we know, the chemical industry is an important supplier but, at the same 
time, a big consumer of raw materials. Concern with continually reducing the 
specific consumption of raw materials, fuel and energy for this reason is an 
important goal of our activity. In this regard, a special concern of the chem- 
ical industry has been to obtain large savings (in currency) from the recovery, 
reuse and reutilization of materials; in 1983, for example, 350,000 tires were 
recapped, 30,200 tons of mineral oils, 7,500 tons of rubber, 3,600 tons of 
polyethylene, 975 tons of polyvinyl chloride were regenerated and 130,000 tons 
of sulfuric acid were recovered and so forth. At the same time, the tasks es- 
tablished by the national party conference for the program to intensify the 
recovery and utilization of reusable materials were fulfilled. The value of 
the recovered and reusable products in the first quarter of this year alone 
equals the figure for all of 1980, with more than 90 products being recovered 
today, some representing valuable raw materials. 


Recently, during a working meeting of the party's secretary general with leader- 
ship cadres and specialists in the chemical industry, in an analysis of the 

way that consumption standards are being fulfilled, Comrade Nicolae Ceausescu 
brought out that products still exist--particularly in the fertilizer industry-- 
where consumption remains high and that large reserves still are being kept, 
particularly in the plastics industry. Also evaluated was the need for total 
fulfillment of the provisions on recovery of energy resources. From this 


68 








viewpoint, priority attention must be given to finishing investment products 

in the shortest possible time and primarily at the installations intended to 
contribute to the modernization of existing capacities and to the rise in de- 
gree of utilization of raw materials. For this purpose, being kept in mind 
are aainly placing new recovery installations into operation as provided in 

the investment plan (for recovery of platinum from the used catalysts, recondi- 
tioning conveyor belts, recovering lead from the used parts). 


One of the basic concerns of the chemical industry in the last two decades has 
been improvement in the technical and quality level of production, reduction 
in the consumption of raw materials, fuel and energy and superior utilization 
of raw materials and materials, rise in labor productivity and intensification 
of means of action for a more emphatic reduction in material costs. Strict 
application of the provisions of the new programs to improve the quality of 
products and to increase labor productivity will insure greater efficiency 

for the Romanian chemical products at the level of world technology. 


Romania's participation in the world economic circuit and in the international 
division of labor is one of the tools for the continually increasing utilization 
of our natural resources and Romania's creative and work potential and for ac- 
tively connecting socialist Romania into the flow of international economic 
exchanges. The rising evolution of the export of chemical products is charac- 
terized by the diversification and rise in the number of small-tonnage products 
which use raw materials better and better and incorporate more creativity and 
which contribute to high currency efficiency. 


In the 1981-1985 five-year plan the volume of exports of Romanian chemical 
products is to increase around 9 times compared with the achievements of the 
preceding five-year plan. In the same period, the percentage of exports of 
chemical products in total volume of Romania's exports is to rise from 7.6 to 
more than 13 percent. The export listings for the Romanian chemical industry 
have grown and will continue to grow with new groups of products with a high 
degree of processing and with a greater unit value created by the Central Chem- 
istry Institute, such as polyisoprenic and polybutadiene rubber, styrenic co- 
polymers, amine derivatives, new varieties of fibers, catalysts, textile aids, 
liquid chemical fertilizers and so forth. 


Development of the Romanian chemical industry in the current stage and in the 
future, as well as that of all the other branches of the economy is characterized 
by the even greater rise in the technical and quality level of production, sus- 
tained rise in the productivity of social labor and efficiency of all sectors 
of activity. The basic criterion which is to be at the base of development 

of chemistry lies in restructuring the production of the branch by emphasizing 
the growth rates of the highly technical products and groups of products, which 
are obtained with reduced energy consumption, which utilize raw materials to 
the maximum and incorporate the largest possible quantity of highly qualified 
labor. Due to the constant aid which the party and Comrade Nicolae Ceausescu 
personally are giving to the development of the chemical industry as well as 

to the objective domestic and international conditions under which the process 
of economic development is taking place in Romania, chemistry will be in first 
place in Romanian industry in the next five-year plan. 
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Increase in Some Basic Products 
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1950 1965_ 1975_ 1980 19585 


-- 12,000 155,000 267,000 315,700 


100 13 times 22 times 3% times 
359 75,497 346,741 579,030 632,917 
100 210 times 966 times 1,613 1,763 
times times 


a 30,820 98,941 150,422 150,422 
100 3 times 5 times 5 times 


3,297 95,586 140,977 171,144 
100 29 times 43 times 52 times 


2,000 265,000 1,895,000 2,732,000 3,311,000 


-- 100 7 times 10 times 13 times 
1956 82 268 454 460 
3 27 times39 times 151 times 153 times 
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ROMANIA 


PLANS FOR INCREASING AUTOMATION OF PRODUCTION PROCESSES 
Bucharest REVISTA BCONOMICA in Romanian No 28, 13 Jul 84 pp 9-10 
[Article by M. Sirbu, scientific director, Automation Design Institute] 


[Text] Long-range programs for more emphatic growth in labor productivity and 
improvement in the organization and setting of work, for improvement in the 
technical and quality levelof products, reduction in the consumption of raw 
materials, fuels and energy and superior utilization of raw materials and ma- 
terials particularly emphasize the need for extending mechanization and auto- 
mation in all industrial branches. The more emphatic introduction of mechani- 
zation and automation is forecast, particularly in the sectors with a large 
volume of work, in order to insure the high levels forecast in the program to 
increase labor productivity. Automated machinery and iines will be built, in- 
cluding the application of industrial robots and equipment for controlling pro- 
duction with microprocessors and extending of automation of production proces- 
ses is to speed up in the foundries, forges, thermal treatments, in metallurgy, 
chemistry, transportation and so forth. The percentage of production carried 
out in the mechanized and automated system will reach an average of 65 per- 
cent in 1985, around 70 percent in 1987 and more than 90 percent in 1990. 


Intensification of growth rates of labor productivity for Romania's industry 
as a whole is to be carried out on the basis of specific territorial programs 
of measures and by industrial branches and enterprises, in which a special em- 
phasis is placed on extending and generalizing mechanization, on automation 

of production, improving manufacturing techniques, supplying machinery and 
equipment of high productivity and modernizing the existing ones, completely 
fulfilling the tasks included in the plans for scientific research and tech- 
nological development and in the programs to increase the quality of products 
and assimilate new and modernized products. 


Broad-scale application of automation requires a series of technical and organ- 
izational measures which insure that the effects anticipated are obtained. 

So the introduction of automation at a high degree many times demands a com- 
plete reconsideration of technological processes and redesign of component 
equipment in order to provide for their automated operation, thus obtaining 
higher precision and qualitatively superior performances without man's inter- 
vention. On the other hand, the means of automation have improved considera- 
bly together with faster world development of microelectronics in last 10 years. 





New opportunities have appeared for introducing automation into the most var- 
ied production processes, both simple as well as particularly complex processes. 


Utilization of highly-integrated electronic components, microprocessors and 
semiconductor memories in the new automation equipment has opened wide the gates 
for penetration of digital design technology in industrial automation. Energy 
consumption for the utilizers is reduced together with the considerable reduc- 
tion in the overall dimensions and, as a result, in the consumption of materi- 
als in building automation equipment and there also is a substantial increase 

in their safety in operation--and, thus, the availability of equipment and ma- 
chinery which they control. The equipment with microprocessors penetrate up 

to the level of the technical aggregate which they directly control in the form 
of multi-purpose or specialized microcomputers (microregulators). There is 
rapid development of the distributed management systems (with microprocessors) 
which hierarchically insure the control, supervision and automated and contin- 
uous recording of the machine and aggregate operations in the overall technologi- 
cal lines or the big industrial enterprises and platforms. 


In Romania, as a result of the measures established by the party and state 
leadership, P4rticularly in the last 20 years there has been faster develop- 
ment of our own industry of means of automation. The production of these means 
has increased and is continuing to increase at a sustained rate, with an annual 
average of more than 20 percent. Automation systems and installations have 
been built and applied in our national economy on the basis of our own designs, 
utilizing more and more apparatuses and equipment built in Romania. In this 
five-year plan, for example, more than 90 percent of the apparatuses and equip- 
ment will be built in Romania and should reach over 95 percent by 1985. 


During this five-year plan special measures have been taken to replace the im- 
ports of apparatuses, equipment as well as various components. In this regard, 
examples can be the adjustable drives for metallurgy and machine construction, 
equipment for automated gauging and weighing, a varied range of sensing de- 
vices for industrial automation, automated control equipment for machine tools 
(programmable automatic devices, digital commands), data processors, data tran- 
mitting equipment. With our own forces we have built automation installations 
of special complexity for the chemical and petrochemical industry, energy, the 
mining industry, building materials, machine building, light and food indus- 
tries, agriculture and services. At the same time, automation instal lations 
have been delivered and put into operation abroad, included in complex exports, 
for cement plants, refineries, thermal aggregates, fertilizer plants, petro- 
chemical plants, food and light industry agriculture and complex equipment for 
the electronics and automation industry (automated testers), systems for auto- 
mated belt weighing, computers for management of processes in the refineries 
and cement plants and electronic variators for machine tools. 


Within the concept of achieving an industry of efficient automation means in 
Romania in a short time, it has been necessary to adopt a high degree of unity 
of the solutions utilized, even in the first years. The entire concept for 

the Institute for Scientific Research and Technological Engineering for Auto- 
mation and Telecommunications (IPA) has been based on building unified automa- 
tion equipment systems in Romania and assimilating them into manufacture. On 
the basis of guidelines received from the high party and state leadership, 








the “system for automationelements andequipment” was adopted even in the 1976- 
1980 five-year plan. In this context, a high degree of standardization of the 
apparatus, equipment and solutions used was insured and this has permitted a 
considerable savings in the design capability and important economic advanta- 
ges in the production, operation and maintenance of automation installations. 


In order to insure high efficiency of the utilization of automation means, it 
is necessary to seek high safety of operation, which would insure availability 
in the operation provided by the design of the particular technological pro- 
cess. As we know, in most cases the automation means must operate under very 
tough operating conditions. For the great majority of automation equipment 
and installations, near 100-percent availability is required. Completely sat- 
isfying these objective requirements requires reserving the circuits and sub- 
assemblies through design, correct dimensions, the use of only special quality 
components and subassemblies in the equipment, tested and tried individually 
for all extreme conditions, a rather long period before being assembled in the 
equipment as well as the final testing of the equipment by the supplier, under 
the conditional limits which may appear in current operation. 


Insuring the checking and testing throughout the entire manufacturing flow for 
electronic automation equipment requires a large consumption of highly qualified 
labor force and additional investment in the measuring, control and testing 
equipment. In order to increase labor productivity substantially in this par- 
ticularly important area, the IPA has moved to work out advanced control and 
testing techniques, using automated testing equipment. On the basis of a future 
program called THETA (automated testing techniques and equipment), the Cluj- 
Napoca branch of the IPA has worked out and put into operation a number of auto- 
mated testing equipment with microcomputers included for the boards equipped 
with printed circuits at the Enterprise for Automation Elements (IEA), Electro- 
tehnica and Electromagnetica. The Center for Electronic Component Research 

has worked out automated testers for components and the Electronic Computer 
Enterprise has worked out testers for nonequipped boards and for types of cables. 
Also, the IPA and the Enterprise for Maintenance and Repair of Computer Equip- 
ment are working out testers for services. The use of this automated testing 
equipment provides more than a 100-percent increase in labor productivity for 
checking and testing operations. 


The program for improving the technical and quality level of products, for re- 
ducing the consumption of raw materials, fuel and energy and for superior util- 
ization of raw materials and materials in the 1983-1985 period and up to 1990 
provides that the Ministry of the Machine Tool, Electrotechnical and Electronics 
Industry reach a level of 66.8 percent of products with performances at the 
world level by 1985, 86 percent by 1987 and 96 percent by 1990, insuring 2-5 
percent of the products by 1990 with performances above the level reached at 

the world level. 


In light of these provisions we have in mind introducing electronic automation 
in machine tool manufacturing. So action is to be taken to improve existing 
machinery and assimilate new types similar to the best ones built in the world 
by equipping thew with action mechanisms and electronic speed controls, con- 
vertors, digital commands, level display, commutation and protection apparat- 
uses, which would provide a higher degree of precision so that at the 1985 level 
all machine tools will reach more than 80 percent availability. For the period 
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of the future five-year plan the forecast is for sustained development of manu- 
facturing of automated machine tools with digital command, with level displays, 
automated and specialized machine tools with a high degree of mechanization 

as well as complete automated lines for processing, assewblies and cast ings 
which would provide modernization of the manufacturing techniques and growth 
in labor productivity throughout the machine building branch. 


In order to speed up the process of designing and manufacturing the new types 
of electronic automation equipment for machine tools and aggregates, a number 
of measures were taken recently in the Industrial Central for Telecommunications 
and Automation Equipment, intended to provide for concentration and better ut- 
ilization of the design forces existing in this area in the institute and par- 
ticular factories. So speeding up the introduction of new series of CNC-type 
digital command equipment is being sought in the NUMEROM 400 and 500 family. 
Measures have been taken to move to working out new generations of CNC equipment 
on the basis of technical-economic studies drawn up by the institute, progran- 
mable automatic means and equipment for industrial robots in a unified design 
on the basis of a unified series of modules,standardized with microprocessors 
which are currently being worked out at the IPA. This equipment will correspond 
to the requirements of the machine tool manufacturers and international stan- 
dards in this area. At the same time new, high-performance types of miniature 
electronic controls are being worked out for the machine tools and industrial 
robots, intended both for domestic needs as well as export. 


Faster introduction of automation and electronization in all areas of the na- 
tional economy in the 1984-1985 and 1986-1990 period has been the subject of 
long-range studies worked out in the Ministry of Machine Tool Industry, Electri- 
cal Engineering and Electronics through its institutes. From the viewpoint 

of quality, the automation means which are to be produced in the future period 
will go through important changes, keeping in mind: 


The assimilation and manufacture of modern seans of automation, mainly built 
with broadly integrated electronic components--microprocessors and semi-conduc- 
tor memories; 


The generalization of introducing into application the distributed management 
systems worked ouvt in this five-year plan and building a developed generation 
of systems,distributed systems of management and control, based on the unified 
module system with microprocessors being worked out; 


The development and diversification of production of transducers, sensitive 
measuring elements for their use in difficult operating environments, including 
for the nuclear power centrals; 


Working out automation systems for specialized uses (mining, preparation of 
raw materials, extraction and distribution of crude oil and gases, agriculture, 
nuclear power centrals, road, railroad and ship transportation), using the 
standardized modules worked out as much as possible; 


Building digital command equipment for machine tools, industrial robots, aggre- 
gates and flexible technological lines having the family of standardized modules 





with microprocessors at their base; 


Extending new types of adjustable actions, static convertors, with applica- 
tions in metallurgy, machine building, energy and so forth. 


Working out these new systems and means of automation as well as the moderniza- 
tion of existing ones must be carried out on the basis of advanced electroniza- 
tion carried out with top electronic components with a broad degree of inte- 
gration from the 4-5 generation. New and modernized products must have clear- 
ly superior technical qualities, insuring doubling of the performance/cost 
ratio:supplementary and complex functions (algorhythms for control, balances, 
corrections); extending the range and area of use (tropical conditions, envir- 
onments with a danger of explosion, shocks and vibrations, radiation and so 
forth); substantially increasing safety in operation and, thus, the availabil- 
ity of equipment as a whole; reducing sizes and material and energy consumption. 
Applying and generalizing certain advanced technologies (automated implanting 

of components, automated testing, special protective covers) as well as carry- 
ing out a complete computer-assisted cycle of design-manufacture-test ing-repair-- 
will insure a substantial increase in labor productivity in the industry which 
produces means of automation. 


In order to insure the anticipated results by intensive introduction of auto- 
mation in all sectors of the national economy, this must be accompanied by a 
number of additional technical and organizational measures, among which we 
mention the following: 


Scrupulously training operations personnel with theoretical knowledge and prac- 
tical knowledge in the area of automation by training them at the suppliers 
of the automation installations and, later, having them do the testing; 


Providing the reserve and spare parts needed, strict organization of mainte- 
nance, repairs and servicing of the automation equipment and installations with 
registration, analysis and prompt explanation by the supplier of any abnormal 
events which appear in their operation; 


Having the designer and supplier consistently follow up on the way the automation 
installations and equipment behave in long-term operation in order to take mea- 
sures to improve and perfect them in time. 








ROMANIA 


CRITICS OF INDUSTRIALIZATION POLICY ATTACKED 
Bucharest ERA SOCIALISTA in Romanian No 14, 25 Jul 84 pp 5-8 
[irticle by Ioan Erhan: “Dynamic Strength of the National Econony*/ 

As we celebrate the Oth anniversary of the magnificent revolutionary 


lopment ratified by the Winth Party Congress, which inaugurated a new era in Ro- 
mania's socialist evolution that is appropriately called the "Ceausescu Era.” 


by in these exceptional years brought the party se- 
9 president of the republic, the boundless esteem and ardent 
entire party and nation, which were very convincingly expresse once 


love of the 

again at the Plenum of the RCP Central Committee in June 1954, which unanimously 
approved the Political Executive Committee's proposal that the 1)th Party Con- 

gress reelect Nicolae Ceausescu, the tried leader of the party and the Romanian 
people and a preeminent personality of the contemporary world, to the highest 

office of RCP secretary general. 


Upon this anniversary let us recall] Romania's economic situation on the eve of 
23 August 1944. With anrwal outputs of only 284,000 tons of steel, 1.1 billion 
kilowatt-hours, and 2.8 billion tons of coal and an extremely simple and linit- 
ed structure of its processing industry, in the most prosperous year of ite a«x- 
istence, 1938, Romania was a mere cipher in the world circulation of mterial 
goods. Ite extremely low growth rates inevitably kept it in the lowest Dreck- 
et of the international statistics. The Romanian Encyclopedia commented, “"Rom- 
nia is still producing a minute portion of the world industrial output, and its 
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per capita output is so low that it has immense possibilities for intensified 
industrialization.* (Vol ITI, p 830) 


Tt could not be otherwise when the politicians had reserved for Romania the un- 
promising role of an agrarian appendare of the rgreat industrial powers, while 
the reactionary sociclorists and economists never tired of sophistries about the 
Romanian's “inadaptability” to factory work, sermonizing about the "peace and 
quiet of our patriarchal institutions." A foreign diplomat did his best to con- 
Vince those in charge of the economic policy of the country that "The physical 
the blast furnace arouses abhorrence” in the Romanian countryside. 
by the end of the 1930's Romania's per capita electric power output 
times less than Germany's and England's and almost 12 times less 
In the same period, Romania's per capita steel production did 

even reach 16 kg, while it came to 145 ke in France, 285 ke in Germany, and 
eS ke in Belgium. International capitalism had secured a market in Romania 

ite whole assortment of steel finished products, from kitchen knives to mo- 
cally no domestic competition at all. 


practi 
The Romanian Encyclopedia notes the fact as significant for this period that °5 
percent of the machines and motors essential to the econory were imported, while 
according to the same sources 10 tons of Romanian goods had to be exported for 


1 ton of imported foreign (During the 1929-1933 depression the ratio came 
to 1:0 and even 1:50 tons). In an international division of labor based on ex- 
ploitation of the economically weak countries by the strong ones, Romania belong- 


ed to what Francis Delaisi in his book "Les deux Buropes” called "Burope 3” of 
the draft horse, which was agricultural even in its urban civilisation, as con- 
A was industrialised even in its agriculture. 


a very acute effect upon arricultural deve- 

to the official statistics of that time, Romania was 
an “eminently agrarian” country in 1936 with only 4,049 tractors, while about 37 
percent of the farms (in 1935) did not even have a draft animal and 11] percent 
had only one work animal. Mechanization, electrification, chemization, land in- 
provement and water manarement were practically nonexistent in the Romanian ar- 
riculture of the time. The very low level of technical equipment had a devasta- 
ing effect upon the level of agricultural production. The fact is significant 
that in 1938 the average yield of the main bread-grain crops (wheat, corn, bar- 
rf oate and rye) per hectare was far below even the average level for 1911- 
1915. 


After & years of war and Hitlerite rule, the Romanian economy deteriorated even 
further and reached the brink of disaster. By the beginning of 1945 the indus- 
trial output had dropped below 5O percent of the prewar level in a numb r of 
sectors. In September 194 crude ofl] production was down to 25 percent and the 
processing capacities of distilleries were down by about 55 percent. Transpor- 
tation was also in a precarious state. The railroads’ carrying capacity was on- 
ly 30 percent of the 1943 figure. Agriculture in its turn was inpoverished by 
the Hitlerites' plundering, the wartime requisitions, and the destruction caused 
by the shifting of the front, in addition to the intensive sabotare with which 
the forces of the internal and external reaction tried to block the restoration 
of the country and the establishment of the people's power, 





According to the calculations of the National RCP Conference in 1945, the war 
damared the national economy to the extent of 10 trillion lei in 1915 prices, 
which was 12 times Romania's budget for that year. It was quite correctly con- 
Cluded that the revolutionary democratic government inaururated on 6 March 1915 
had inherited "a disastrous economic situation.” 


In the RCP's revolutionary view the only viable way of raising the economy fron 
the brink of the abyss and starting it vigorously on the path of prorress was 
industrialization. The commnists were convinced that without industrial power 
Romania would remain an underdeveloped country subject to the vacillations of 
the world market. 


The years following the National RCP Conference in 1915 were marked by the par- 
ty's intensive efforts to prepare for implementation of the industrialization 
policy, to which end a sustained effort was made to place the political in 
the hands of the working class, which was accomlished on 30 December 1947 by 
abolishing the monarchy. The political power of the working class was soon sup- 
plemented with economic power by nationalizinre the main production means, which 
was indispensable to the start of the planned economy and to the first anrmal 
plans and the five-year plans later on. 


The industrialisation policy was constantly enriched by the internal and inter- 
national experience that was acquired and became more and more adapted to Roma- 
nia's particular features and specific conditions as well as the needs of the 
various stages of socialist construction. 


The conception of national industrializa ion took final form in the years fol- 
lowing the Winth Party Congress. Thanks to the party secretary reneral's vast 
scientific efforts during those years, some restrictive, simplistic or idealis- 
ing conceptions were eliminated concerning the nature and aims of socialist in- 
dustrialization and the proportions among the various sectors of material pro- 
duction, especially between industry and agriculture, and a new view of indus- 
trialization stratecy was introduced increasingly emphasizing the qualitative 
aspects of socioeconomic development throurh rapid growth of labor productivity, 
considerable reduction of production outlays, more intensive use of fixed assets, 
raw materials, fuels and electric power, and technical and qualitative inprove- 
ment of the products. accordingly industrializstion took the form of a general, 
comprehensive and long-term process designed not just to increase the industrial 
output but to restructure the whole economy om a modern basis and to make better 
use of the natural and manpower resources as factors critical to national socio- 
economic progress. 


Regarding industrialization as the result of mobilising the Romanian people's 
own efforte and resources as well as their task, Nicolae Ceausescu adduced pro- 
found social and economic reasons for promoting a Sigh rate of accumilation in 
the national income (29.5 percent in the 1966-197( Five-Year Plan, nearly 34 
percent in the 1971-1975 Five-Year Plan, about 35 percent in the 1976-] one, 
amd about 30 percent in the current one) as a critical factor for expanded re- 
production and for high rates of modernization of the national economy and of 
growth of the national income. The party secretary reneral demonstrated by 
sound scientific arguments that accumulation represents an objective law, veri- 
fiable on a world scale, whereby periods of great economic crowth have always 





been based on an intensive accumlation effort. It is the fact that Engels had 
in mind when he concluded that "Accumlation is society's most important progres- 
sive function." 


Accummlation is the very source of economic dynamism, and a nation's social matu- 
rity, patriotism and sense of historical responsibility are directly reflected 

in its evolution. Nicolae Ceausescu's stirring words about this are deeply en- 
graved in the Romanian people's awaress: "A nation encounters unique moments 
that determine its destiny and its future. Today we are experiencing moments 
upon which socialist Romania's place in the great family of socialist nations 

and all nations of the world will depend... Any reduction of accumlations or 
any slackening of the developmental rate during the present technical-scientific 
revolution can only condemn Romania to backwardness for a long period of time 

and jeopardize both the present and future of its people." 


The overall development of the Romanian economy as a whole entirely bears out the 
suitability of the freat accummlation effort. The intensive dynamism of the Ro- 
manian economy, a feature characteristic of the years of socialist construction, 
has been accentuated particularly since the Ninth RCP Congress, when the party 
assigned the nation the task of more rapid reduction of the gaps between the Ro- 
manian economy and the advanced states of the world. This dynamism is striking- 
ly illustrated by the figures in the table below. 


Dynamics of Main Indicators of National Economic Development 











(1950=100) 

Average Annual 

1965 1983 Growth Rate (%) 

1951-1983 
Number of working personnel 203 356 3.3 
Volume of investments 78 31 times 11.0 
National income 413 16 times 8.7 
Per capita national income 35h 1l times 706 
Industrial output 649 36 times 11.4 
Gross agricultural output 193 365 4.0 
Volume of foreirn trade 478 34 times 11.3 
Labor productivity per person 

in industry 343 963 702 


The changes made in the Romanian economy in the years of socialism were exten- 
sive and very intensive, indicating both the dynamism of the economy and the 
consistent implementation of the party policy of developing the productive for- 
ces and restructuring the economy in order to overcome its underdevelopment and 
gradually make Romania one of the economically developed countries. The rapid 
expansion and modernization of the production system had profoundly favorable 
effects upon all socioeconomic activity. That is illustrated by the steady 
growth of the newly created value (the permament basis for improving the entire 
people's living standard) in all economic sectors and by the changed proportions 
among them. Industry became the predominant and controlling source of growth of 
the national income as its proportion increased from 4 percent in 1950 to 55. 
percent in 1982. 





Evolution of the Industrial Output 








(1938=100) 
Averare 
Anrmual 
1950 1965 1982 Rate (f) 
1951-1982 
Total industry 147 957 5O times 11.7 
including: 
Heat, electric power 21,8 27 times 119 times 12.9 
Ferrous metallurgy 193 12 times 60 times liek 
Nonferrous metallurgy 137 998 37 times 10.9 
Machine building and 16.1 
metal processing 179 23 times 209 times 
Chemistry 171 35 times 321 times 17.8 
Wood exploitation 
and processing 136 672 18 times 8 ok 
Building materials 273 23 times 129 times 12.8 
Textiles 172 663 36 times 10,0 
Clothing 319 13 times 8 times 10,8 
Food 107 382 972 Tel 


In the RCP's view the dynamic, accelerated development of the Romanian economy 
is not solely intended to narrow the gaps behind the economically developed 
countries but has mch more far-reaching objectives. The party secretary rene- 
ral said, "Let us use the economically developed countries as examples for pur- 
poses of comparison, but we aim to achieve an advanced economy on the basis of 
the latest scientific and technical advances in order to construct communism." 


It has been clear from the start that the development of the Romanian economy af- 
ter the Ninth RCP Conrress did not and does not mean copying the economic struc- 
tures or ways of life of other countries, however developed they may be. Econo- 
mic progress has been made in keeping with the particular Romanian conditions 

and the major aims of socialist construction. It is also characteristic of the 
dynamism of Romania's productive forces that it has been and is based upon ise 
provement of the whole system of production relations and forms of manarement 

and planning and upon the workers' further participation in the management of 

all activities. 


In the RCP's view the powerful dynamism of the economy in general and of indus- 
try in particular was closely involved with the effort to create a modern and 
highly efficient structure of industrial production. 


The very fact that we can cite such spectacular gains in industrial production 
in comparing 1982 with 1938 in itself bespeaks the progress that Romanian indus- 
try has made in the years of freedom. It is indicative of industry's growing 
contribution to national socioeconomic development that over 87 percent of the 
machinery and equipment essential to the investment program is now produced in 
Romania as compared with only 50 percent in 1950. The proportion of more highly 
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processed products (machines, transport equipment and means, chemical products 
and industrial consumer goods) in the nation's total exports was considerably 
increased from 7.2 percent in 1950 to 58 percent in 1983. 


The priority development of the peak sectors critical to better use of society's 
material end manpower resources is even more striking against this dynamic back- 
ground as a process especially apparent in the years since the Ninth Party Con- 
gress. By 1970 the four production sectors characteristic of any modern econo- 
my (power engineering, metallurgy, and the chemical and machine building indus- 
tries) were providing over half the national industrial output compared with on- 
ly 25.8 percent in 1950, and their share reached 54.3 percent in 1982. The ma- 
chine building and chemical industries, the “industrializing industries" or, as 
they are also called, the "sectors generating technical progress" increased 
their share of the industrial output from 16.) percent in 1950 (in comparable 
1955 production prices) to about 0 percent (in current prices) in 1982. The 
modern subsectors of both the above-mentioned sectors (precision machinery, 
production of machine tools, complete installations and equipment, aeronautics, 
the optical industry, electrical engineering and especially electronics, fine 
synthesis and low tonnage chemistry, etc.) have also received priority develop- 
ment. 


In citing these facts we recall how obstinately, three or four decades ago, the 
internal and external reaction tried to annihilate the Romanian communists' will 
to build machines and equipment and to lay the foundations of a strong national 
industry, and what conterpt for their own people those circles displayed when 
they maintained that "Industrial labor requires a discipline of the mind and 
arms that the Romanian mentality, rich in subjective expansions, cannot achieve!" 


The industrial strength of Romania of today brilliantly bears out the fact that 
the free and independent Romanian people have an immense creative power that has 
helped them travel the road in only a few decades that took other nations more 
than a century. Some foreigners seem disinclined to pardon us for this "audaci- 
ty." If somewhere in some field of the economy something does not go as we wish 
or if an investment does not show the expected effectiveness immediately, it is 
sufficient for them to tell us at once, in a sententious tone, what a "grave ere 
ror" we have committed in industrializing ourselves. Of course it is not neces- 
sarily Romania's achievements that make these “wellewishers" bitter, but rather 
their inability to exploit Romanian labor as they once did and to dictate to us 
as they please what we want or do not want to produce. 


The fact is that we could not have gained any of what we have now rained without 
a solid industrial base. It is impossible to find a poor nation today among the 
industrial powers of the world, but it takes no effort to find all the poor ones 
among the underdeveloped countries that have no appreciable industrial strength 
whatever but are maintaining some ancestral arrarian structures. 


It is also characteristic of the Romanian economy's dynarism that the predominant 
accelerated development of industry has been accompanied, especially since the 
Ninth Party Congress, by an increasingly steady development of agriculture as a 
basic sector of the Romanian econory. The growth rate of the gross agricultural 
output for the entire period of socialist construction has been |; percent and it 
was le? percent in 1971-1973, a rate that many countries did not achieve in that 
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period even in industry. Thanks to this evolution, the per capita outputs of 
the main agricultural products increased considerably, that of bread grains from 
about 316 kg in 1950 to about a ton in 1982, that of sunflowers from 13 kg to 
about 38 ke, that of sugar beets from about 36 to 296 kg, that of meat from 39.5 
to about 100 kg, that of milk from about 1] liters to more than 205 liters, etc. 


Although major increases have been made in nearly all agricultural products, the 
average yields per hectare (now 2-l; times greater than the 193-1939 average) 
are still below the potentials of Romania's agriculture. That is why the 12th 
Party Congress and the National Party Conference stressed the necessity of a ra- 
dical change in both the technical-material base and the system of agricultural 
management and organization in order to secure a considerable gain in production, 
use of the entire productive potential, and a rreater contribution from this ba- 
sic sector to economic prowth and to satisfaction of the national economy's re- 
quirements during the current five-year plan. 


The option for rapid- development promoted by Nicolae Ceausescu was based on the 
Romanian people's own effort and called for a new stand on science as well, with 
emphasis upon rapid promotion of national scientific research and immediate eli- 
mination of the old lags in that field. The fundamental reappraisals of the 
place and role of science in Romanian society were accompanied by extensive po- 
litical and organizational measures for intensive development of the scientific 
research network in close correlation with the demands of socialist construction 
the needs of the Romanian economy, and the trends arising from the technical- 
scientific revolution. These productive policies were also graphically reflect- 
ed in the adoption of the two programs for more pronounced growth of labor pro- 
ductivity and for technical and qualitative improvement of products respectively 
during the present decade, which programs require the contribution of science 
to the highest derree. 


Rational distribution of the productive forces throughout the country and rapid 
development of all economically backward counties, geographic regions and loca- 
lities are characteristic elements that accompanied the dynamism of the national 
economy. The party secretary general sees three reasons for these essential op- 
tions, namely the economic one of using the surplus labor resources and natural 
resources of all reographic regions and localities of the country, the political 
one of securing the presence of the working class in all counties and thereby 
developing socialist democracy and intensive political activity in every locali- 
ty, and the social one of general improvement of the workers' living standard 
by means of better distribution of incomes, providing for equality among all 
members of society rerardless of nationality. 


Romania has now reached a critical point in its creative effort to complete a 
new stare in its evolution on the path of socialist civilization and prorress,. 
In keeping with the developmental stare the national economy has reached, the 
demands of the technical-scientific revolution, and the bad effects of the in- 
ternational economic conditions, industrialization is regarded in the present 
period not as an extrapolation of the previous trends but as a combination of 
continuity with new perspectives and policies and with reappraisal of some opti- 
ons and d-terr nation of other, new ones. For the present stage the RCP has es- 
tablished - r arrangement of the possibilities of developing the sectors and 
subsector the national economy in order to strike an optimal balance between 
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industrial and agricultural development and to improve the structure of industry 
as well as that of agriculture, with priorities on expansion of the domestic raw 
material base, gradual attainment of national energy independence, promotion of 
sectors and products consuming less enerry and raw materials, accentuation of 
intensive agricultural production, a higher proportion of livestock production, 
development of industrial processing of primary agricultural products, and bet- 
ter use of local resources in all areas of Romania. Science, technology and the 
other fields of scientific research and human knowledge will be specially empha- 
sized. As Nicolae Ceausescu pointed out at the recent Plenum of the RCP Central 
Committee, "Accordingly we shall specially emphasize the transition to intensive 
development of activities in all sectors, automatization, cyberneticization and 
robotization of production, and elevation of Romania's entire activity in indus- 
try and other fields to a new and modern level." 


To be sure the dynamism of the Romanian economy is not merely a "triumphal pro- 
cession," and not all that we propose is easy to accomplish. For us and the en- 
tire world as well the bad effects of the agrravated world economic crisis have 
created and are still creating difficulties which, along with some defects in 
Romania's own activities, caused some lars behind the plan provisions in the 
first years of the current five-year plan. Thanks to the measures taken in corm 
pliance with the decisions of the National Party Conference in 1982, a more pro- 
nounced growth of the industrial output was obtained last year, with a gain 1.3 
times greater than that made in 1981-1982, and the national income also logged 
a higher rate of returns in the first 2 years of this five-year plan. In view 
of these results it may be said that 1983 was an important point in the resolu- 
tion of some contradictions and difficulties, making it possible to stimulate 
all activities in 1984-1985 and to advance without interruption on the path of 
progresse As Nicolae Ceausescu pointed out at the recent Plenum of the National 
Council of the Socialist Unity and Democracy Front, "Fulfillment of the 198) and 
1985 plans will place Romania among the countries that have obtained notable re- 
sults in socioeconomic development and are obtaining them in this five-year plan 
too, which has been implemented under both political and economic difficulties. 
It is particularly appropriate for us to point out that under such circumstarices 
the Romanian socialist economy will show a major growth of about 30 percent in 
this five-year plan, which will place Romania among the few countries in the 
world with such results." 


The endowment with which Romania is beginning the lst year of its freedom is 
impressive, leading us to view the future with confidence and the conviction 
that the years to come new and lasting achievements. This optimism is based on 
the fact that we have a strong party, "a true mass party, respected and follow- 
ed with confidence by the entire people," as Nicolae Ceausescu said, and we have 
a heroic working class thoroughly hardened in the great battles of socialist 
construction and an industrious and enerretic people, as well as the unity of 
the Romanian nation around the party and its secretary reneral in addition to 
all this. Therefore we have sufficient ruarantees that we shall build a country 
as our forebears dreamed of it and as the RCP faresiehtedly planned it. 
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YUGOSLAVIA 


DEVELOPMENT PLANS TO 2000 DISCUSSED 
Belgrade PRIVREDNI PREGLED in Serbo-Croatian 25 Jul 84 p 7 
/Article by Katarina Sekulic/ 


/Text/ Special attention is being directed at activities 
of mutual interest. The average lifetime of fixed capital, 
now 21 years, should be reduced to 10 years. Will there be 
1l million employed in the year 2000? 


Assertions from the long-term stabilization program were the point of departure 
for preparing the draft long-term social plan for Yugoslavia for the period 
1986-2000. Of particular interest were those coming from the urgent need to 
increase the economic efficiency of labor, capital, production and operations. 
Specifically, it is considered that labor productivity in the next 15 years 
must be increased by more than three percent annually, and in the last decade 
by four percent per year, along with other development in individual sectors. 
The first estimates for long-term development assert that total national 
product must grow at an annual rate of 5.2 percent, so that its share in the 
gross national product will increase by more than one-quarter. In concrete 
terms, growth should raise the total share from 42 to 54 percent, 


Industrial production should grow at a rate of 6.2 percent, and agricultural 
production at 3.5 percent annually. At the same time it is estimated that 
exports can realistically grow at a rate of about 6 percent, and imports at 
about 5 percent, so that at the end of the plan period their share in total 
national product should reach about 30 percent. In this it should be kept in 
mind that the initial point for 1985 was based on the real export and import 
relationships in 1983. In order to preserve the actual values of basic capital, 
more complete effects of re-evaluation and greater contributions for amortiza- 
tion have been figured into the projections. In that context it is estimated 
that the average lifetime of fixed capital of 21 years should be reduced to 10 
years by the year 2000. 


In the extensive draft of some 160 pages, from which we are taking only a few 
basic projections, special attention is devoted to the development of activities 
of joint intereest. In that it is projected that the average annual growth rate 
for energy production should be about seven percent, while coal production and 
consumption should increase by about nine percent. Production of domestic crude 
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oil could grow at a rate of 3.2 percent and natural gas production by 6.3 
percent. These figures should contribute to a reduction in imports of primary 
energy resources from 38.3 percent in 1980 to 22 percent in 2000. 


In the realm of raw materials, conditions are again being promised that would 
enable their more rapid development. Thus it is asserted that all essential 
conditions will be established for more rapid development of basic metals, 
including iron, steel, aluminum, copper, lead and zinc. A three-fold increase 
in steel production should assure more stable supplies for domestic markets. 


In the field of agriculture, which for good reason has a prominent place in 
this document, it is asserted that wheat produdtion should stabilize at between 
6 and 7 million tons annually, with purchases totalling at least 70 percent of 
the annual harvest. In addition, corn production should increase to 20 million 
tons, thus creating more normal conditions for developing livestock production 
and increasing exports. Sugar production should reach about 1.25 million tons 
per year, and production of edible oils should reach 450,000 tons. 


In the opinion of planners, total domestic employment could increase by some 

3 million people, so that by the year 2000 it would amount to about 11 million 
employed. This forecast is based on a projected rate of growth in overall 
employment of more than two percent, with growth of one percent in the private 
sector. 


Planners estimate that it is possible to achieve a growth rate in real personal 
consumption of abo: 4.9 percent per year. That rate of growth would make 
possible corresponding increases in purchasing and goods reserves. Real 
personal income would grow by a rate of about five percent. 


These projections of course have yet to be verified, so that it can safely be 
said that there will be many comments about individual projections, since the 
document in question takes many data from the Long-term Stabilization Program. 
This is certainly understandable, but at the same time it seems to be forgotten 
that the first section of its implementation is seriously behind schedule. 


/Box, column s/ Expenses and Production 


Recently in the Yugoslav Assembly Milos Sindic, general director of the Federal 
Social Planning Office, pointed out among other things that for years we in 
Yugoslavia have not increased the relative margin of production, realizing 1.2 
to 1.4 dinars of added value per dinar of personal income. That rate is 
obviously insufficient for growing needs and liabilities of the time in which 
we live. 


Currently material expenses amount to about 60 percent of gross national pro- 
duct; this share must be reduced, to about 57.5 percdnt in 1985 and down to 
54 percent in 1990, or reduced a total of 6 percent. 


Along with this and other qualitative changes, increases in national product of 
more than 50 percent can result from economies of capital use and labor pro- 
ductivity; these advances have long been sought. For that reason, Sindic put 
special empiasis on the need for producing markedly more with the same amount 
of capital and energy in combination with reduced use of material expended per 
unit of production, thus bringing an increase in the technological level of the 
Yugoslav economy. 
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YUGOSLAVIA 


MEDIUM TERM (1986-1990) PLAN OUTLINED 
Belgrade PRIVREDNI PREGLED in Serbo-Croatian 25 Jul 84 p 7 


/Text/ Currently it is estimated that the growth rate for 
industrial production should amount to about five percent, 
with three percent increase in agriculture, six percent 
growth in exports of goods and services and about five 
percent increase in imports. 


en a layman can clearly see that our continued socioeconomic development will 
take place under exceptionally complex and difficult economic conditions, so 
that the very beginning of preparation of the new intermediate-term plan began 
with the dilemma of how to overcome as much as possible. Although the planners 
studied several possible variants of intermediate and long-term development, 
they always returned to the correct but most difficult option. That choice 
begins with the urgent need for further acceleration of growth in production 
and exports, i.e., accelerated economic growth. To be specific, all studies have 
shown that we should not settle for slowed growth and risk losing a step in 
development. 


Thus they began with the more #:) {tious variant, which was based on developing 
all aspects of economic opera:ions as the foundation of more dynamic and more 
stable development. This posicion has colored the entire Draft Resolution on 
Basic Directions of socioeconomic development in the next intermediate period, 
which as the title itself implies, will guide preparations of self-management 
agreements and contracts for plan outlines and plans of self-management organiza- 
tions and sociopolitical communities. 


First Estimations 


To be specific, for now it is believed that according to 1983 prices, gross 
national product in the 1986-1990 period is to increase at a rate of 2.4 percent, 
while material costs increase 1.1 percent and national product grows by about 

4 percent. 


Assuming that the rate of industrial growth can average about five percent, 
agriculture about three, exports of goods and services about six and imports 
about five, and employment in the social sector will increase about two percent, 
these projections are offered. Productivity is to grow by between two and three 
percent, the standard of living by three-four percent and average personal 
income per worker by two-three percent. 
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The period until 1990 should also see an increase in the level o’ self-financing 
in the social sector, to 80 percent, assuring that such investment in individual 
processing and similar activities that do not assure minimal capital accumulation 
of about 10 percent will be excluded from such funding. This measurement will 

be made on the basis of the ratio between capital accumulation and capital 
involved in a given operation. 


Developmental policy in the coming intermediate period will be based primarily 
on greater utilization of existing facilities and available potential, strenthen- 
ing the position of the Yugoslav economy in international division of labor, 
increasing the influence of science and technological process, improving opera- 
tional efficiency, as well as creating conditions for more productive operation 
and growth in the standard of living. 


Once again it has been pointed out that greater reliance on internal capabilities 
would facilitate greater utilization of capacities and pr::mtion of bottlenecks 
in production. On that basis it would be possible to increase the economy's 
reproductive capacity, naturally, along with all the measures that are being 
undertaken to relieve its current burdens. 


At the same time, it would be necessary to re-examine most existing production 
programs and to compose programs for their coordination, redirection and innova- 
tion by broader division of labor and economic ties based on pooling labor and 
resources. 


The need for increasing the production of energy, basic raw materials and food 
has been stressed again in order to satisfy domestic needs, reduce import 
dependency and create conditions for greater exports of products of greater 
labor intensity. 


Joint Programs 


The emphasis in implementing the production orientation will be on realizing 
joint programs of production and exports based on pooling labor and resources. 
The Draft Resolution asserts that joint production programs should encompass 
the following areas: corn production, iron ore and steel, individual nonferrous 
metals and basic raw materials, construction of major energy and industrial 
complexes, production of transportation and telecommunication equipment, stock 
raising and mining, increased exports based on joint investments with foreign 
partners and similar programs. In these programs, comparative advantages and 
modern technical and technological achievements will be considered first so 
that production and services will be as competitive as possible in domestic and 
world markets. 


This is simultaneously a precondition for slowing the growth in material produc- 
tion costs and reducing their share in the gross national product, i.e., total 
income, by at least six percent. 


The emphasis in energy development should be on systematic exploration of energy 
sources, fundamental increases in coal production, and intensive construction of 
hydroelectric power stations and thermal power plants. From that point of 
departure, it is estimated that specific energy consumption per unit of produc- 
tion could be reduced by about 10 percent by 1990. 
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The Chief Mainstay 


Measures and activities are again being announced by which conditions will be 
created for markedly more rational utilizaiton of all of agriculture’s potential, 
in order to achieve the volume and structure of production needed to satisfy 
domestic consumption and establish suitable reserves and stable growth in 
exports. The joint developmental policy for transportation will assure the 
elimination of lags in the development of this branch and higher quality satis- 
faction of needs for transportation and communication. 


In the development of machine building, it is essential to create consortium 
forms for associating and tying together producers of equipment intended chiefly 
for export. Here it is stressed that the basic direction for the future develop- 
ment of machine building and other industries for processing metal should be 

the production of subassemblies and components, so that two-thirds of this 
proddution can be aimed at export, primarily through permanent forms of industrial 
cooperation. 


Export will continue to be the chief mainstay of economic policy, and thus it 

is predicted that by 1990 its total volume could double, while foreign trade 

will ber ome balanced with the creation of a surplus in the balance of payments, 

so that the foreign debt will both relatively and in absolute terms be reduced. 

In this context, it is emphasized that capital coming from abroad will be guided 
only to those production projects that are able to operate profitably according 
to world market criteria and that can regularly enable satisfaction of obligations 
of foreign credits. 


Within the framework of regional development at the Yugoslav level, a special 
place will naturally go to the development of economically-underdeveloped 
republics and the province of Kosovo. 


It has long been insisted that equalization of operating conditions should be 
emphasized, so that we should expect this objective to be accomplished in the 
coming intermediate plan period. These conditions should be based on economic 
criteria and should support economic motivation and the selection of associated 
labor organizations for implementing plan objectives. To strengthen and suppert 
export stimulation, the policy of maintaining a realistic exchange rate for 
convertible currency relative to the dinar will be continued as a uniform 
instrument for guiding current operational decisions and development policy. 


In the matter of the Draft Resolution speaking of measures of economic policy, 
it is asserted that the foundations for taxing income will exclude interest 
and other categories, in order to reduce their inflationary impact on expendi- 
tures. Associated labor organizations with losses will have their obligations 
from income reduced by amounts corresponding to those losses, in order to 
protect their basic operating capital. 


As stated previously, all these predictions will be subjected to a broad spectrum 
of analyses so that the best decision can be made. 





/Inset, columns | and 2/ Preparations of the Intermediate and Long-term Plans 
for Social Development in Yugoslavia 


Even though the difficulties that accompany Yugoslav economic development place 
current measures of economic policy in the forefront, recently intensive activity 
has also been aimed at preparing the intermediate and long-term development 

plans for Yugoslavia. 


Specifically, the Federal Executive Council recently approved the Draft Resolu- 
tion on Basic Guidelines for Socioeconomic Development and Parameters of 
Economic Policy for 1966-1990, as adopted by the Council of Republics and 
Provinces of the Yugoslav Assembly, as the first step in the massive task of 
preparing the plan for the coming intermediate plan period. As currently 
anticipated, this resolution should be approved by the end of this year, 
followed by agreements on the plan foundations by the middle of 1985 and the 
social plan itself by the end of next year. 


At the same time, specialists of the Federal Social Planning Office have pre- 
pared the Draft long-term Social Plan for Yugoslavia until the year 2000, which 
has also been turned over for first considerations in recent days and which 
should be approved by year's end. 


The basic point of departure of these documents, whose basic essence is 
described in the articles on this page, is that a solution for present difficul- 
ties can be found only in conditions that accelerate the dynamics of development 
and that are based on qualitative redirections and changes that are insisted 
upon by the entire long-term Stabilization Progran. 
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YUGOSLAVIA 


QUESTIONS OF FREE TRADE ZONES REVIEWED 
Belgrade EKONOMSKA POLITIKA in Serbo-Croatian 20 Aug 84 pop 15-16 
[Box, p 15) 


[Text] Because of its favorable geographic location, direct transportation 
connections, space possibilities, favorable climate, and so on, one of the 
largest European furniture firms proposed in 1990/8! to build in the port of 
Koper a large collection and distribution warehouse ‘about 100,000 square me- 
ters in Stage I and about 200,000 square meters in Stage II) in which goods 
would be concentrated for overseas transport to the United States. That firm 
has built a network of numerous such storage centere throughout the entire 
world. All of these storage facilities have been built from a uniform model, 
and they have a completely automated shelving technology which is controlled 
by a single computer system covering the entire world network. This firm 
worked out a business conception whereby it would collect in these storage 
centers the local national output, which would then be organized. The entire 
Slovenian furniture industry was interested in this proposal, and because of 
the large quantities being sought, the rest of the country's industry might 
also get involved in this business. This exporting project did not come about 
because the firm was not willing to build any other type of storage facility 
in our country that would not fit into the concept of that firm's entire net- 
work; because the appropriate automatic shelving system is not manufactured in 
our country; since we do not manufacture the computer system being sought ei- 
ther; since importation of that equipment was not as a practical matter possi- 
ble; since if the equipment were imported, the entire project would lose its 
economic attraction because of the high customs charges; because this kind of 
joint venture is governed by our regulations on the investment of foreign 
firms and domestic OUR's [organization of associated labor!], which was not ac- 
ceptable for the foreign trading partner, at least in this case. 


Excerpt from a number of specific case 
histories (transactions) which was part 
of the brief presented by the Economix 
Chamber of Yugoslavia in proposing the 
Law on Free Trade Zones (this April). 


Last week the draft of the Law on Special Conditions for Conduct of Foreign 
Trade Transactions in Duty-Free Zones was submitted to the SFRY Assembly. 





This bill, which is before the Chamber of Republics and Prowinces, along with 
the draft of the Law on Duty-Free Zones submitted a bit earlier (in the juris- 
diction of the Federal Chamber)--is actually the result of amending the pro- 
posed version of the Law on Free Trade Zones, which the staff services of the 
Economic Chamber of Yugoslavia initiated back in 1980; the last time they 
worked it up into the form for presentation was April of last year. The fact 
that legal regulation of free trade zones is divided, wnnecessarily it would 
seem, and that the procedure for their passage has taken nearly a full 4 
yeare--is interpreted both as one more piece of evidence that the proverbial 
ineffectiveness of the system for adoption of agreements amone institutions 
competent for enactment of these pieces of legislation, but also as yet an- 
other case of the conflicting interests between the economy and the government 
administration. Here we should certainly bear in mind that in the debates so 
far only the arguments of the proponents of the initiative for the new Law on 
Free Trade Zones have been heard--and that the essentially different solutions 
which have been offered on several occasions have mainly be left without sup- 
porting arguments. 


Motives Behind the Changes 


Free trade zones have existed in Yugoslavia since 1963. The problem arose 10 
years later, when the Order Exempting Temporarily Imported Equipment From Pay- 
ment of Duty was rescinded. Free trade zones, say the people in the Economic 
Chamber of Yugoslavia, thereby became for all practical purposes an instrument 
without any content whatsoever, since operation of a business in those areas 
has no special advantages whatsoever. What is more, they have been left in a 
less favorable position than the seaports, for example, because customs in- 
spection of the traffic of goods in them is stricter. It is only this which 
can explain the datum that over the last 10 years the number of free trade 
zones in Yugoslavia has not changed (there are seven of them, and that in the 
ports of Koper, Pula, Rijeka, Zadar, Ploce, Bar and Belgrade), while in the 
world in general they have increased threefold--as well as the fact that the 
port of Split, although for 12 years now it has had a permit for creating a 
zone, has still not exercised that right. The consequences of this kind of 
stagnation at a time when an ever larger portion of international trade is 
conducted in free trade zones (it is expected that that share will reach one- 
fifth next year) is difficult to calculate. Yet there are certain parameters. 
An analysis of flows of transit cargo conducted jointly by the North Adriatic 
ports back in 1981 established that in 1980 transit traffic totaled more than 
46 million tons of cargo, which in terms of its origin and destination should 
logically have gone through our seaports. Only 5.7 million tons, or 12.39 
percent, of that amount were attracted. A larger portion reached Austria, 
Hungary, Czechoslovakia or Bavaria via ports on the North Sea, which are about 
three times as far from, say, the Suez Canal, as ports on the Adriatic. Aus- 
trian overseas transport alone amounts to about 12 million tons, of which Yu- 
goslav ports managed to obtain something less than one-fourth. 


The key problem in the effort to attract this transit traffic, as seen by the 
proponents of the Law on Free Trade Zones, lies in the manner in which foreign 
trading partners are furnished services performed on their goods. The prac- 
tice of most world ports is to process, upgrade, package, grade, etc., the 





goods in addition to the services of transshipment and storage. In Yugoslav 
ports these jobs cannot be done, first, because usually the necessary equip- 
ment is not manufactured in our country, and, second, because it cannot be in- 
ported, that is, when it can be imported, high customs duties have to be paid. 
That has brought about the situation in which foreign ports, though more dis- 
tant, are actually more competitive than ours for a sizable portion of cargo. 


The adverse effects of holding back in granting free trade zones the status of 
being “free” are not manifested solely in the fact that the inflow of foreign 
exchange from rendering services for foreign goods on Yugoslav soil is lost 
(an inflow of the highest quality), while at the same time te return on the 
expensive investments in port installations (about 750,000 per square meter) 
takes place too slow'y. That is, they must also include the immeasurable ef- 
fects of the fact that that kind of crening up would also signify a strong im 
petus for more rapid updating of the country's entire transportation systen-- 
as well as the losses that have already been incurred because large quantities 
of transit cargo have once and for all been diverted to foreign ports, since 
the rendering of services on that kind of cargo usually involves a sizable in- 
vestment on the part of the firms interested in the services. In addition, 
they say in the Economic Chamber of Yugoslavia, the zones would make it possi- 
ble to build up inventories of foreign goods, which would be of benefit to the 
economy, which would be able to obtain the supplies it needs more quickly and 
efficiently; they would afford larger cargoes to be carried by domestic water 
carriers (and other carriers as well); they would employ a portion of the nman- 
pover now unemployed, and so on. 


The Motives Behind the Resistance 


fhe essential demands of the proponents of free traJe zones are contained in 
the drafts of the bills submitted to the Assembly. The traffic of goods and 
the equipment for the needs of the zone would be exempted from duty, and the 
list of activities which can be performed in the iomes has been almost en- 
tirely adopted. Sut the original proposed version of the Law on Free Trade 
Zones also envisaged certain advantages which have not been adopted. The most 
important of them has to do with more liberal treatment of foreign investments 
within the zones. In the Economic Chamber of Yugoslavia, however, they vere 
not disturbed by this rejection since the new Law «> Foreign lavestment, which 
is in the process of enactment, aleo contained in its draft precisely what was 
requested for the zones. Preferential treatment «n the wee of foreien credits 
was also rejected. in that respect the general regulations would also apply 
to the free trade zones; that is, short-term loans could not be weed. This, 
they say in the Chamber, will hamper operation to some extent-<buet practice 
will probably impose different solutions (that is, those that have been re- 
quested). The special status of the zones in (free) use of the inflow of for- 
eigen exchange was aleo not adopted. Here again the general reeulations wil! 
apply. 


These (und other) departures from the original oroposed version of the Law on 
Free Trade Zones are the result of “reconciliat. a” of the views of proponents 
for amendment of the enactment and the federal auihorities in whose juriedic- 


tion those amendnerts fall, abowe all the Federal Secretariat for Finance. 





There would be nothing to object to in the effort of that secretariat to have 
the entire subject matter related to free trade zones regulated within the 
Customs Law were this not just a cever for resistance to the need for granting 
the zones special treatment. This resistance in the Secretariat for Finance 
is interpreted as the view that special treatment signifies unequal (more fa- 
vorable) conditions for the conduct of economic activity, and thereby less fa- 
vorable position of regions which are located at some distance from the more 
important transit routes. Accorjing to that same interpretation, the pressure 
for creation of free trede zones is intensified even more by the restrictions 
on investments, that is, by the fact that that restriction at the same time 
makes it imperative to seek other (roundabout) ways of realizing (undiminished) 
investment ambitions. In the context of this kind of reasoning the opening up 
of free trade zones would signify support to the investment policy that has 
been in place up to now and which is evidently unwise. This especiaily ap- 
plies, they say in the Secretariat for Finance, to the demand (adopzed, inci- 
dentally, in the drafts of the pieces of legislation which have been mutually 
reconciled) that industrial production for export also be allowed in the zones 
when necessary. 
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YUGOSLAVIA 


REPUBLIC BREAKDOWN FOR 1984 TRADE WITH HARD CURRENCY AREA 
Belgrade PRIVREDNI PREGLED in Serbo-Croatian 31 Aug 84 p 2 
[Article by M. Urosevic: “Convertible Trade Deficit Cut in Half"] 


[Text] The result of the Yugoslav economy's foreign trade with the countries 
of the convertible area over the first 6 months of this year, when compared to 
the results for the same period of time last year, are appreciably more favor- 
able, but still there is no reason for satisfaction. The base for comparison 
of exports is too low; that is, the negative difference in 1983 was so high 
that it was reduced to a more realistic and acceptable level even without 
great efforts. 


Visible exports amounted to 390 billion dinars, which is 65.7 percent of total 
exports over the period under review; 439.6 billion were paid for these im- 
ports, or 65.6 percent of the total, and the negative difference is reduced to 
49.6 billion dinars, or 64.3 percent of the total. This was achieved by a 12- 
percent growth of exports over the same months of last year, while imports 
were held at the same level, so that the deficit was reduced by 46 percent, or 
almost half. 


Six-Month Visible Trade With the Convertible Area in 1984 














Ratio of Structure, Z% 

Sociopolitical In Millions of Dinars Exports to Ex- Im- Def i- 
Community Exports Imports Deficit Imports, % ports ports cit 

SFRY 389,982 439,590 49,608 88.7 100.0 100.0 100.0 
Bosnia-Hercegovina 57,062 55,257 +1,805 103.3 14.6 12.6 +20.1 
Montenegro 6,902 10,069 3,167 68.5 i.8 2.3 5.4 
Croatia 82,246 96,410 14,164 85.3 21.1 21.9 24.2 
Macedonia 18,648 26,523 7,875 70.3 4.8 6.0 13.4 
Slovenia 94,928 87,736 +7,192 108.2 24.3 20.0 +79.9 
Serbia proper 88 ,096 89,578 1,482 98.3 22.6 20.4 2.5 
Kosovo 4,745 7,812 3,067 60.7 1.2 1.8 5.2 
Vojvodina 36,684 45,869 9,185 80.0 9.4 10.4 15.7 
The Federation 670 20,335 19,665 3.3 0,2 4.6 33.6 
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However, the “xport program for this year called for appreciably larger ex- 
ports to this currency area, larger by one-fifth, while imports were supposed 
to be up 9 percent, so that the deficit was to be held at 72 percent of last 
year's. Since exports were 15 percent short of what was planned, imports one- 
fifth less, and the deficit, as we have said, at a level of only 56 percent of 
the first 6 months of last year, there are very adverse consequences which de- 
serve to be examined separately. 


On this occasion, as in the examination of total trade in one of the recent 
issues of PRIVREDNI PREGLED, it is worth discussing the contribution of the 
various republics and provinces to these results. 


Here again the absolute numbers do not say much, but the ratio of exports to 
imports stated as a percentage and also the share of various entities in the 
deficit or surplus, do reveal differing behavior. Objective reasons are in- 
volved to some extent, but it is quite certain that there are also subjective 
reasons involved. ‘he most essential of the subjective causes of this differ- 
ing share in exp“rts and other elements of visible trade with that currency 
area are numerous, but two are certainly prominent. These are above all the 
bidding for convertible currencies on the domestic market and the importation 
of petroleum. 


As is well known, it is not very difficult to convert convertible currencies 
several times over at several times the dinar value quoted in the daily rates 
of exchange, which is why the various sociopolitical communities are pushing 
exports to the West at any cost. Imports of petroleum from the West are paid 
for in convertible currencies, and that by those republics and provinces on 
whose account it is being imported (as is well known, only three republics and 
Vojvodina have refineries), while purchases from the bilziteral payments area 
“are divided" on a different basis in which “acquired positions" still have a 
decisive role. This can be seen if we take one of many examples. As of 

13 August, according to the data of the Federal Bureau of Statistics, 45 per- 
cent of total petroleum purchases came from the convertible area. Bosnia- 
Hercegovina accounted for only 33 percent of this--taking into account the 
quantity of the total to which it is entitled, and obtained the rest from the 
bilateral payments area, although this sociopolitical community has a certain 
surplus with the convertible area. Serbia proper, although it has a certain 
deficit with the convertible area, had to pay for 67 percent of the petroleum 
to which it was entitled from that market, and it obtained only the remainder 
from the bilateral payments area, even though with that area it had a sizable 
surplus in visible trade. Slovenia and Bosnia-Hercegovina, which had a sur- 
plus of 8,997 billion dinars, 20.1 percent of which belonged to Bosnia-Herce- 
govina and 79.9 percent to Slovenia, had larger exports than imports at levels 
of 108.2 percent and 103.3 percent, respectively. The other republics, the 
two provinces and the Federation showed a deficit of 56.8 billion dinars. In 
that amount the share of the Federation was one-third of every 100 dinars, 
slightly less than one-fourth for Croatia, 15.7 for Vojvodina, 13.4 for Mace- 
donia, and slightly more than 5 percent for Montenegro and Kosovo, and 2.5 
percentage for Serbia proper. 
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YUGOSLAVIA 


DATA ON LOW LABOR PRODUCTIVITY DISCUSSED 
Zagreb DANAS in Serbo-Croatian 28 Aug 84 pp 22-23 


[Article by Radmila Stankovic: "Personal Incomes at the Service of Productiv- 
ity"] 


[Text] A Japanese and a Yugoslav were talking about how much they work. The 
Japanese said: I work 2 hours for myself, 2 hours for my wife and children, 2 
hours for the emperor and 2 hours for Japan. The Yugoslav answered him: I 
also work 2 hours for myself, 2 hours for my wife and children, I have no em 
peror, and what do I care about Japan. 


The joke, of course, need not be funny (we told it to a high official, but he 
did not allow himself to laugh), and yet it is unfortunately close to the 
truth. Last year output rose 1.3 percent, and labor productivity dropped 2 
percent. The specialists explain that this happened because of a “consider- 
able rise of employment." 


Untapped Potential 


Dr Milan Sojic, director of the Market Research Center of the Institute of So- 
cial Sciences, warns that our productivity has been dropping for the iast 3 
years and that this has caused a disturbance in the realization and distribu- 
tion of income and has brought about large differences within groupings in the 
earning of income. These differences are very indicative, and therefore 

Dr Stojic warns: 


"By and large these differences do not come from the arrangements embodied in 
the economic system; that factor is far less important. The decisive influ- 
ence is exerted by unutilized production potential, unutilized work time, and 
unutilized labor potential. Accordingly, it is a big mistake to conduct price 
policy on the basis of the most unproductive producers. We ought to use pro- 
ducers with average productivity as our point of departure, as required by the 
economic laws of commodity production. To be sure, certain theoretical econo- 
mists, for example, the Italian economist Modigliani, say that the most pro- 
ductive producers have to be taken as the reference point, especially under 
the conditions of high inflation." 
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"The problem under our circumstances is how to separate work from idleness," 
emphasizes Dr Mihajlo Lasica of the Economic Chamber of Yugoslavia. "There 
are still very few jobs subject to a work quota, and even where the quotas ex- 
ist, the question is whether they have been measured in such a way as to stimu- 
late the worker to make a greater effort. Three years ago, for example, we at- 
tempted to put a 30-percent higher value on work in underground magnesite 
mines, relating this to fulfillment of the plan and quality. However, resis- 
tance immediately arose from every side--from the management to the idlers, 

who called this move inhumane. This is what you have to expect if you want to 
stimulate work and its results." 


Given the rate of inflation in recent years, has it been possible at all to 
wage a struggle to raise productivity? After all, it turns out that work or- 
ganizations can achieve that result much more easily by raising prices. Emin 
Dobardzic, president of the Economic Chamber of Yugoslavia, says that this 
kind of behavior is disturbing, since it is especially widespread among busi- 
ness executives: 


Developments 2 or 3 years ago were rather favorable to that conception both in 
society and in the economy. That kind of social climate must be combated, and 
we in the economy must be the first to do this. It is a fact that capacity 
utilization in society is only 60 percent. There are branches of the economy 
in which that percentage is even much lower, yet they are continuing invest- 
ment spending as though nothing had happened. For example, in the timber and 
lumber industry and wood industry they say that last year barely 44 percent of 
capacity was utilized in 400 work organizations. In the organizations of the 
petroleum industry that percentage is 40, in slaughterhouses 30, and in cer- 
tain groupings of the metal-manufactring industry it is also less than 50 
percent. It is particularly disturbing that there are organizations within 
the same grouping whose performance is between one-thirtieth and one-fortieth 
as good as the best in the grouping. These are striking differences, and if 
the market and its economic laws were operative, those organizations would not 
be able to exist at all. Here they would switch to a different type of pro- 
duction, or they would go into bankruptcy. However, we have not yet initiated 
that process, and so it turns out that we adapt, above all with prices and 
other measures in the system, precisely to those work organizations which are 
achieving below-average results. This cannot be tolerated any longer. 


The Old Mistakes 


What is our world standing at the moment with respect to productivity? Anton 
Stipanic, member of the Presidium of the Economic Chamber of Yugoslavia, 
[asked]. 


"Last year the productivity of labor rose in most countries of western Europe, 
and especially in the United States, while in our country it dropped. This 
increased even more the already large gap between us and those countries with 
respect to the level of productivity. This objectively limited the possibili- 
ties for exporting. In the countries of eastern Europe they have also turned 
toward raising labor productivity. Certain estimates of the United Nations 
indicate that by the year 2000 the development of the United States, western 
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Europe and the socialist countries will mostly be achieved thanks to higher 
productivity, and the share of growing employment will be modest in that. Ac- 
cordingly, raising productivity is an imperative for our economy.” 


Only one question follows upon all those accurate conclusions: How is produc- 
tivity to be raised? How are we to rise up from a minus result to positive 
percentages, when for years now we have been engaged in distribution of an 
ever smaller income? How and when will we finally utilize the advantage of 
having 105 university-educated people for every 10,000 inhabitants? Only the 
most highly developed countries have such a ratio, but that is also felt in 
their economy. It is equally evident that an industrial labor force repre- 
senting 9.8 percent of the population signifies that in this respect we are 
shoulder to shoulder with Canada, Norway, the United States, France and Bel- 
gium. But only, unfortunately, in the level of the percentage. 





Certain mistakes have to begin to be corrected, and that is why we must imme- 
diately say: it is true that we have 105 highly educated specialists for ev- 
ery 10,000 inhabitants, but they are mostly specialists in the humanities. 

And then even those with a technical education are not making their full con- 
tribution to the economy. One analysis of the labor force in mines for non- 
metallic minerals indicates that only 20 percent of the mining engineers are 
employed at jobs on the operational side. On the other hand these highly edu- 
cated personnel are concentrated mainly in the advanced areas. For example, 
60 percent of all the university-educated specialists in Serbia proper are in 
Belgrade; 95 percent are in the advanced opstinas, and the remaining 5 percent 
are in all of the underdeveloped opstinas. 


The research indicates that labor productivity fell 2 percent last year, mostly 
because of a 2-percent drop in agricultural output and a large drop in output 
in construction--all of 14 percent. Industrial output rose 1.3 percent, but 
productivity fell 1.6 percent. The insufficient growth of output, then, could 
not cover that minus. As for changes in productivity, it can be seen that it 
has been rising in the electric power industry and coal production and pro- 
cessing, it has been stagnant in ferrous metallurgy, production of ores and 
nonferrous metals, nonmetallic minerals, shipbuilding, production and process- 
ing of chemical products, rubber and beverages, and it has been falling in all 
the other branches of industry. 


Capacity utilization last year showed a mild drop by comparison with the year 
before last. If we also bear in mind the inadequate utilization of capacity 
(1.5 shifts on the average), then that drop last year is a real signal to the 
effect that the problems of the supply of raw materials, production supplies 
and energy are increasing. And that, of course, in a situation when it is ex- 
tremely important co lower costs per unit of business, "inadequate application 
of the human factor" has to be added to all these problems. 


The Program in Jeopardy 
Nor is there any reason for satisfaction with the level of use of new invest- 


ment projects, since their principal characteristic is low efficiency. The 
same can also be said of working capital in the economy and industry. The low 
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level of linkage of working capital is a result of its inadequate composition 
(a higher share of inventories and accounts receivable and a small share of 
money funds [original reads “money receivables"]), interrupted flows in the 
process of reproduction and higher prices. To this we should also add the il- 
liquidity of the banks, the result of which is that organizations of associ- 
ated labor have gone into debt to one another directly. It is clear that high 
interest rates have also contributed their share to working capital. 


If we add up all the adverse effects influencing the drop in productivity, it 
is clear what ought to be corrected so that the labor potential of the coun- 
try's economy is better utilized. Milan Sojic states the argument this way: 


“According to our center's assessment, we will not achieve the Long-Range Eco- 
nomic Stabilization Program unless we raise productivity at least 50 percent. 
It has to be emphasized, then, that we will not perform the tasks if in that 
short period of time we do not double labor productivity; but there is no rise 
of labor productivity without a much more stimulative distribution of personal 
incomes and without halting their drop in a reliable way. After all, when per- 
sonal incomes are dropping between 25 and 30 percent, as they are at present, 
we certainly will not pull the economy out of the economic difficulties, and 
every new real drop in personal incomes acts entirely as a disincentive on ef- 
forts to raise productivity and output, even if we introduce three shifts 
wherever possible." 
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YUGOSLAVIA 


SIX-MONTH FOREIGN TRADE IN AGRICULTURE, FOOD INDUSTRY 
Belgrade PRIVREDNI PREGLED in Serbo-Croatian 5 Sep 84 p 2 
[Article by M. Urosevic: "The Deficit Is Rising Again"] 


[Text] Vojvodina's soil is among the highest quality in Europe, and assuming 
efficient agricultural production, the province could feed more people than 
the population of Yugoslavia. This is what our eminent scientists Viktor 
Nojgebaver, Lazar Stojkovic, Djordje Tanasijevic, Petar Drezgic, Bogosav Ziv- 
kovic and Nikola Miljkovic wrote back in 1973 in their study entitled 
"Zemljiste Vojvodine" [The Soil of Vojvodina], for which they received the 
7th of July Prize in Serbia. There is no reason whatsoever to doubt this ob- 
servation, and since Slavonia, Macva, Semberija, Stig and Branicevo, the Mo- 
rava Valley and Metohija possesses much again of the same kind of soil as Voj- 
vodina, it would be normal for Yugoslavia to meet all its food needs from its 
own production and to realize between $2 and $3 billion through economically 
optimum exporting of surpluses. Stated otherwise, all exports of food would 
represent a surplus in the balance of payments, and the case woul. not be as 
it is now, when food is a burden on an already diminishing inflow of foreign 
exchange. 


The difference between the real potential and experience over several years is 
very great, as can be seen from figures on food exports and imports. This is 
especially interesting in the present situation, when the positions taken are 
so opposed that they are causing great quandaries in the minds of the public-- 
what is normal and what is real? Announcing a good corn harvest the producers, 
and it seems the trade sector and individuals from various sociopolitical agen- 
cies, are striving to get approval for the largest possible export of corn, 
combined with the simultaneous request, expressed in the General Association 
of Agriculture and the Food Processing Industry in the Economic Chamber of Yu- 
goslavia, that we import no less nor more than | million tons of that agricul- 
tural crop. Much the same is true in the case of wheat, meat and other prod- 
ucts. 


As we see, in the first 6 months of this year exports reached 64.3 billion di- 
nars, as against 58.4 billion last year at the same time, which is a rise of 
10 percent, but imports also rose from 55.3 billion last year to 66.3 billion 
for half of this year, which is one-fifth. That means that while the coverage 
of imports by exports of the agroindustrial complex last year was 105.5 
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percent, so that there was a surplus of 3.07 billion dinars, or $24.6 million, 
while this year there were 96.30 dinars of exports for every 100 dinars of im 
ports, which meant a deficit of 2.4 billion dinars, or $19.3 million. 


Exports and Imports of Food in the First Half of the Year, in millions of di- 

















nars 
1983 1984 
Dif fer- Dif fer- 
Branch or Grouping Exports Imports ence Exports Imports ence 
(+) (-) (+) (-) 
Food Processing Industry 31,793 22,883 +8,910 32,962 26,097 +46,865 
Beverage industry 5,396 247 +5,149 4,311 476 +3,835 
Livestock feed indus- 
try 175 402 -227 204 372 -168 
Field cropping 14,268 18,737 =-4,469 20,312 24,404 -4,092 
Fruitgrowing 1,047 7,999 -6,952 288 7,695 -7,407 
Grapegrowing 154 -- +154 30 ae +30 
Animal husbandry 4,973 3,544 +1,429 5,373 7,021 =-1,648 
Fishing 607 1,531 -924 780 598 +182 
Total 58.413 55,343 +3,070 64,260 66,663 <-2,403 
In millions of dollars 468.) 443.5 +24.6 514.9 534.2 -19.3 


If one examines the table with a bit more detail, he discevers quite a bit of 
illogicality. The food processing industry, which is supposed to be the larg- 
est marketer of surpluses of agricultural products, and that transformed into 
foodstuffs in the highest phase of processing, increased exports over the 
first 6 months of this year about 4 percent, from 31.8 billion dinars to 33.0 
billion, but its exports also increased from 22.9 billion to 26.1 billion, a 
rise of 14 percent. Thus the surplus of this branch dropped from 8.9 billion 
dinars last year to 6.9 billion dinars in the first 6 months of this year. 
After the food processing industry the second largest exporter, but also a 
still larger importer, is field cropping. Its exports in the first 6 months 
of this year rose 42 percent, but its imports increased 0.3, so that the defi- 
cit was reduced from 4.5 billion dinars last year to about 4 billion dinars 
this year, which certainly cannot be considered satisfactory. 


Viewed by branches and groupings, the “production of beverages" has been the 
most successful with a surplus of 5.1 billion dinars last year and 3.8 billion 
dinars this year, which is a very favorable example. 
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YUGOSLAVIA 


OPERATION OF CROATIAN ASSOCIATED BANK 
Belgrade PRIVREDNI PREGLED in Serbo-Croatian 31 Aug 84 p 3 


[Article by Jasen Grubic: "“Personnel——Key Problem"] 





[Text] One year after the founding assembly, which was held July of last year, 
the Associated Bank of Croatia has almost everything it needs to operate as a 
self-managing entity in establishing economic and legal relations in economic 
life in the unified space of Yugos'tavia and also in relations with foreign 
countries. Preparation of the bank for this kind of operation took the per- 
sistent and constant commitment of management personnel and specialists from 
27 basic banks which are its members in the republic, and then further aid 
from the Economic Chamber of Croatia, as well as the intensive effort by the 
work communi’, which has gradually been staffed with competent personnel, and 
the bodies o management have been working in line with their respective pow- 
ers. In the meantime the principal enactments making up the normative infra- 
structure have been successfully prepared and adopted; this is a condition for 
invigorating business activities in the coming period and also for setting up 
the working bodies of the bank's assembly, such as the committees for foreign 
relations, for pooling labor and capital, for planning and development, and 
for information, which will quite certainly contribute to a clearer conceptu- 
alization of functions of this specific financial association of associated 
labor. 


The conception for financing the activities of the Associated Bank of Croatia 
relies this year exclusively on the contributions of the member banks, since 
the new bank is just now securing the elements for business activity from 
which an ever larger share of its own income will be formed. The moves being 
made by specialists from the work communities of the basic banks are also be- 
ing made one after the other, so that at present 5 of the 7 posts for coord!- 
nators and only 3 of the \5 directors of management departments have been 
filled. That is why a more effective effort is to be undertaken during the 
fall to fill the key positions and in particular to complete the business 
board. 


The Largest Association in the Country 


The consolidated balance sheet of the bank as of the last day of 1983 amounted 
to 1,199.6 billion dinars for the 21 basic bank members of the Associated Bank 
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alone, and 130.5 billion for the other 6 associated banks and one other asso- 
ciated bank in the country, so that the total assets on the balance sheet were 
1,330.1 billion dinars (not including the item “other bank transactions"), 
whereby the Associated Bank of Croatia became the largest financia! association 
in the country. The structure of assets also indicates relatively favorable 
structure as to maturity and origin of the sources of funds with respect to 
lendings, which does not mean that there are no pronounced disproportions, 
structural imbalances and hotbeds of illiquidities in certain of the member 
banks. But since it is possible in the consolidated balance of the associated 
bank to carry out more effective organization of overall financial (banking) 
flows with respect to priorities in development and current economic policy, 
there will be occasions, involving other factors and measures, to combat the 
consequences that arise out of the difficulties of individual banks, and in 
particular those of the Economic Bank of Zagreb. 


We should also mention in connection with the balance sheets of the Associated 
Bank of Croatia the question of the foreign exchange balance, which is now in 
the phase of analytical treatment. It is a fact that it reflects the real 
economic relations with foreign countries, especially in exports and the in- 
flow of foreign exchange. A considerable portion of export transactions is 
organized by banks outside this bank, which means suboptimal opportunities for 
its members and the bauk itself in maintaining external liquidity in the level 
of credit-guaranty potential with foreign countries. There is painstaking and 
serious work to be done on these questions, and the results can be shown only 
over the long run. 


In the phase which follows after the organizational efforts, in the second and 
much more complicated and delicate phase in which this organization is begin- 
ning to take steps toward the goals and tasks for which it was founded, this 
bank is undertaking and carrying out specific transactions which up to now 
were in the hands of the basic banks which are its members, and that is the 
test of its level of preparation with respect to organization, technical ca- 
pability, personnel and preparation in general. This is delicate because it 
is becoming a single banking entity, an entity which operates abroad in the 
name of the member banks. 


Transactions With Foreign Countries 


The changes, then, are fundamental in this respect as well, and so far a great 
deal has been done to promote the bank on the international financial market, 
so that foreign transactions will begin as a whole to be conducted in the As- 
sociated Bank as of | October of this year, according to the estimate. Before 
that a letter will be sent to foreign correspondents which will introduce the 
bank, the necessary joint reference documents for foreign transactions will be 
drawn up, and the necessary decisions, operating procedures, instructions and 
other acts concerning the relations of the member banks in this association 
with respect to external and other transactions will be adopted. 


The formal legal steps are now being taken to establish the business units of 
the associated bank outside the country, that is, for taking over the present 
network of the Bank of Zagreb and the Economic Bank of Zagreb (the business of 
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these two banks in joint banks will be taken over by the end of the year, and 
the operation of the money and security market will also be organized). The 
guidelines for drafting the medium-term plan of the bank and its members are 
alse supposed to be ready by the end of October; it will be especially impor- 
tant in this connection to work out the purposes and procedures for pooling 
labor and capital to pursue the global interests and goals of associated labor 
in the republic (fuel and power industry, infrastructure), that is, the inter- 
ests and goals in developing the sectors and branches of the economy which 
have comparative advantages or which on the other hand represent correction of 
pronounced physical and financial discrepancies in the flows of reproduction. 


Along with drafting the joint planning methodology, a draft will also be pre- 
pared of the self-management accord on the bases of the medium-term plan of 
the bank (with the elements necessary for accords on the bases of the plans of 
the member banks), and that no later than the end of the year. That is also 
the deadline for forming the center for the economics of investments. 


In that connection problems of foreign exchange illiquidity of certain activi- 
ties in the republic will also be solved; these could not be dealt with within 
the framework of the banking system. Along those lines there is a plea for 
shutting down all sources of foreign exchange illiquidity caused by the fixed 
and guaranteed obligations of the electric power industry, the self-managing 
community of interest for highways, and the "Jadral" Alumina Factory in Obro- 
vac, as well as INA, including the Yugoslav Oil Pipeline (the plans call for 
them to be covered with funds set aside by associated labor of Croatia for so- 
cial services, but the possible 10 percent of the inflow of foreign exchange 
from that source is not sufficient for that purpose as well, so that organiza- 
tions of associated labor will have to pool the remaining foreign exchange 
that is lacking through the banks, or this will have to be resolved in some 
other long-term way that is consistent with principles in order to remove the 
uncertainty created every year by approval of exports of petroleum and petro- 
leum products, that is, strict application of the legally established banking 
“circles” in making repayment of debts to foreign creditors). In the joint 
interest it is also indispensable to include imports of petroleum in the en- 
ergy balance, as well as imports of heavy fuel oil to meet the needs of ther- 
mal electric power plants (in order to secure the working capital, that is, to 
finance purchases of sources of energy). 
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YUGOSLAVIA 


ENTERPRISE INCOME, PROFITABILITY DISCUSSED 
Belgrade EKONOMSKA POLITIKA in Serbo-Croatian 20 Aug 84 pp 10-12 


[Text] A new social compact on the joint bases and scales in distribution of 
income and personal incomes was supposed to be put in final shape by 20 Sep- 
tember so that its applicction could commence on | January of next year. The 
present proposed version of this compact (we wrote about the contents in 

No 1688, 6 August) is based on a new conception. Instead of income per worker 
as the criterion of the business performance of the OUR [organization of asso- 
ciated labor], a new and essentially different criterion is being introduced-- 
the ratio between accumulation and average business capital employed (a spe- 
cific rate of profitability or specific profit rate). The change (should the 
proposal be adopted as it now stze.ds) would have large financial consequences, 
not only in the level of average personal incomes in the various branches 

and groupings of the economy, but also in price relations, which certainly 
will not fail to influence the flows of future economic development. 


There is no doubt of the justification for abandoning the category of income 
per worker as the criterion of performance. Adoption of that criterion meant 
a victory for the conception that under socialism resources are free (they do 
not contribute to the creation of value, so they cannot be any sort of basis 
whatsoever for participation in distribution). The consequences of applying 
this conception are evident in the inefficient use of resources, but also in 
the inefficiency of economic development as a whole. Income per worker can, 
of course, be an appropriate criterion of the businers performance of the OUR, 
but in a different system. If, for example, the government were responsible 
for expanded reproduction, for financing it, then income per worker would be 
an altogether appropriate category. Jt is not precluded that precisely the 
introduction of this criterion has contributed to the ever greater govern- 
mentalization of expanded reproduction in our country. 


The new criterion fur measuring business performance--a specific rate of 
profitability (the ratio between accumulation and average business capital enm- 
ployed)--signifies in effect a return to the profit rate as the measure of the 
soundness of business operation. Why is this change significant? Because it 
means that all OUR's which achieve a higher rate of profitability than the av- 
erage rate for the economy of the republic or province would also realize 
higher personal incomes than the average in the economy, while, of course, the 
opposite would also be true. 
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Financial Consequences 


Another typical bureaucratic category--the standard worker, whose introduction 
contributed considerably to the differentiation of personal incomes on the ba- 
sis of formal educational qualifications-—-is being abandoned along with the 
income per worker. And just as the jacome per worker contributed to transfer- 
ring expanded reproduction to the covernment, so also the category of the 
standard worker comtributed to multiplying the jobs done by bureaucrats. 


The consequences of this change of direction are manifold. The first direct 
consequence is an essentially different distribution of economic branches and 
groupings with respect to the level of average personal incomes. This means 
that almost all economic activities which are labor-intensive can considerably 
raise personal incomes by contrast with capital-intensive branches and group- 
ings, in which personal incomes would have to be reduced. Those employed in 
activities where the present personal incomes would have to be considerably re- 
duced will certainly not agree with that kind of redistribution. For that rea- 
son another consequence will come about--a change in relative price relations. 
Te what extent this will take place depends on price policy (concerning the 
goods and services subject to social control) and on how open the market is. 
The third consequence will be a different allocation of investments by 
yranches. Today the largest investments are in those activities which have 

the lowest rate of profitability. 


Another consequences is also possible-—-a different pattern of employment. In 
all capital-intensive branches there is a markedly low utilization of capacity 
and a surpluw of labor force for the present volume of output. Even at a low 
rate of profitability those activities realize high income per worker, and 
therefore also above-average personal incomes. That is why it has been very 
attractive to take a job in those activities. In the labor-intensive activi- 
ties, where the income per worker is markedly low and the rate of profitabil- 
ity above-average as a rule, it has not been particularly attractive to take a 
job, since personal incomes in those activities were markedly low (textile in- 
dustry, footwear industry, and the like). 


Figures worked up on the basis of year-end statements of the economy for last 
year show the kind of financial changes in the movement of personal incomes 
that would occur by applying the new criterion. There is still a high degree 
of interdependence between the movement of the income per worker and that of 
the average personal income per worker. Usually the income per worker is in- 
versely proportional to the rate of profitability. That means that drastic 
changes would occur in the movement of average personal incomes. 


The lowest profitability is in the electric power industry, air transportation, 
the production of chemical products and the production of nonferrous metals. 

In all these activities average personal incomes are higher than the average 
for the country’s economy. The actual ievel of profitability is much less fa- 
vorable. Large losses during the past year have occurred in the electric 
power industry, in the petroleum products industry and in the chemical indus- 
try. If the losses were deducted from accumulation (which is normal), it 
would be evident that there has been no net accumulation in those activities 
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at all, that is, that actually there is no profitability. Will the solution 
be sought in a drastic reduction of personal incomes of those employed in 
those activities or in a rise of the prices of their products or services? It 
is probable that certain changes in primary distribution are realistic. It is 
certain, aowever, that the average profitability of those activities cannot be 
achieved by those changes. Their unprofitability is not a consequence of low 
prices as much as a consequence of inefficient production, which is burdened 
with high fixed costs because of the low level of capacity utilization as well 
as with a large number of redundant workers. 


Table 1. Income, Personal Incomes and Accumulation in 1983 


Index Numbers: 
Average for Economy = 100 




















Net Net 
Personal Personal 
Income Incomes Rate of Income Incomes Rate of 
Per Per Profit- Per Per Profit- 

Activity Worker Worker ability Worker Worker ability 
Economy as a whole 583 15,991 3.49 100 100 100 
Electric power industry 745 19,850 0.86 128 124 25 
Petroleum and gas pro- 

duction 5,445 23,291 15.03 934 146 431 
Petroleum products pro- 

duction 1,664 21,766 2.38 285 136 68 
Nonferrous metals pro- 

duction 1,151 19,066 1.48 197 119 42 
Nonferrous metals manu- 

facturing 969 19,133 4.48 166 120 128 
Shipbuilding 1,035 20,283 4.54 178 127 130 
Chemical products pro- 

duction 757 17,650 1.21 130 110 35 
Yarn and fabric produc- 

tion 539 14,616 6.51 92 91 187 
Production of finished 

textile products 472 13,950 9.33 81 87 267 
Leather footwear pro- 

duction 488 14,616 8.97 84 91 257 
Air transportation 920 23,750 0.95 158 149 27 
Retail trade 480 14,47% 3.18 82 91 91 
Foreign trade 1,776 25,100 4.75 305 157 136 
Hostelry and tourism 405 14,166 2.65 69 89 76 


The example of foreign trade shows how inefficient employment has been, espe- 
cially in capital-intensive activities, which are privileged today. The size 
of the labor force in specialized export-import organizations has increased 
almost fourfold over the last 15 years and has reached a figure of about 
40,000. The large size of the labor force is a consequence of the privi- 
leged financial position of organizations in this activity. That is why the 








pressure for employment in these organizations has been pronounced. The re- 
sistance of export-import organizatious to hire new workers has dropped off 
essentially, both because of the increased influence of representatives of so- 
ciopolitical communities and organizations on business operation and on the 
selection of personnel in the OUR, as well as because of the fact that those 
employed in these crganizations did not as a practical matter dare to increase 
their own personal incomes to a more considerable extent, and their interest 
in accumulation was essentially diminished. Even under those conditions last 
year foreign trade had a profitability rate one-third higher than the average 
in the economy. Foreign trade has mainly been using the resources of others, 
on which it has been paying practically no interest. If other capital-inten- 
sive activities also paid off credit in the real amount and paid at least the 
minimum real interest, their financial position would be considerably worse 
than it is today. 


The highest profitability is achieved by OUR's in petroleum and gas production, 
production of finished textile products, yarn and fabric production, and the 
production of leather footwear. In those activities average personal incomes 
are lagging behind the average of the economy and they are at the bottom of 

the ladder. That is why in those branches there is the smallest surplus of 
labor force in relative terms, which helps their products to still be competi- 
tive both on the domestic and the foreign market. 


The Socialist Attributes of Profit 


The introduction of profitability as the ratio between accumulation and aver- 
age business capital employed as the criterion of the soundness of business 
performance of OUR's represents a significant advance over income per worker. 
Nevertheless, this change does raise other questions. For example, why is ac- 
cumulation divided by average business capital employed, since the latter in- 
cludes both the "own" capital of the organization of associated labor (its 
business fund) and the resources of others (credits from banks and other orga- 
nizations)? If accumulation is after all to be divided by total business cap- 
ital, then the accumulation remaining to the economy ought to be increased by 
the interest paid on the capital of others. Finally, the interest on credits 
used is the price for the use of the capital of others which becomes income 
for the owner (through distribution of joint income in banks or directly if 
the credit has been extended by another OUR). 


Probably the reason for equating "own" capital of organizations of associated 
labor with the capital of others which they have used in the process of busi- 
ness operation was to emphasize the particular nature of social ownership. 
Regardless of the ideological background, it is not wise to equate them. The 
optimum benefits can be obtained only in those arrangements of the economic 
system in which every economic entity is concerned exclusively about its own 
business operation and about its own capital. Can it be that the OUR which 
extends the credit to another organization is not interested in lending its 
money under the most favorable terms and conditions? Can it be that the bank 
ought not to be motivated to lend its credit resources reliably and profit- 
ably? If that is so, and if the user of the credit is motivated to obtain it 
on the most favorable terms and conditions, the criterion of the business 
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performance of every organization is the ratio between its net accumulation 

and its business fund, provided, of course, that accumulation is to some ex- 
tent a real category. If it actually is to be that, personal incomes on the 
basis of current labor have to be equalized in all activities with the dif- 

ferences resulting from the difference in work operations which are predomi- 
nantly represented in the various branches and groupings of the economy. 


Yet another question can be put in relation to introducing this criterion of 
the business performance of the OUR--Is it possible to make up for the finan- 
cial interest of the owner of the capital and the entrepreneur by linking the 
rate of profitability to the level of average personal incomes? Is it possi- 
ble by prescribing profitability to contribute essentially to efficient use of 
capital, to optimum selection of investment decisions and to adaptation of the 
structure of the economy to some optimum model. It is probable that this kind 
of prescription is in fact evidence that the premise behind this is that the 
workers in the self-management system cannot have sufficient interest in maxi- 
mizing accumulation and in its profitable commitment. Can this be achieved by 
appropriate elaboration of a criterion of the distribution of personal incomes 
on the basis of past labor? Even the new proposal of the social compact, al- 
though its solutions are better than those at present, does not contribute es- 
sentially to creating a situation in which the workers in every OUR will be 
motivated to achieve the highest possible accumulation as a condition for the 
future growth of their own personal incomes. 
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